Calendar No. 591 


82p CONGRESS SENATE REpPortT 
Ist Session No. 629 


SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


uGusT Plegislative day, Aueusr 1), 1951.—Ordered to be printed 
oe 


“Wo = 
or = ~z 
. @& 


a 


J QHN sé of Colorado, from the Committee on Interstate and 


. 


a. fore ign Commerce, submitted the following 
us = 
wn Zz 


tm) 


REPORT 


rr » } 
[To accompany 8. 436] 


The Committee on Interstate and Foreign Commerce, to whom was 
referred the bill (S. 436) to provide for the separation of subsidy from 
air-mail pay, and for other purposes, having considered the same, 
report favorably thereon with amendments and recommend that the 
bill as amended do pass. 


PURPOSE OF THE BILL 


The enactment of this bill (S. 436) will occasion a major change in 
policy of the Federal Government toward the development of com- 
mercial air transportation by privately owned and managed airlines 
of the United States. It will provide for the determination of pay- 
ments to airlines for the transportation of mail and authorize separate 
payments of subsidies to airlines when justified to carry out national 
interest objectives. Accordingly, the Post Office Department will be 
relieved of paying airline subsidies. 

The basic purpose of the legislation is not to eliminate airline sub- 
sidies in their entirety but to disclose their extent and character. To 
the extent they have contributed to the deficit in the Post Office 
Department’s budget this will be eliminated. Moreover, it will 
return to Congress its constitutional responsibility to review the justi- 
fication for continued direct subsidy grants to the certificated air 
carriers, an impossibility under the Civil Aeronautics Act of 1938. 
However, it is not intended to alter the fundamental objective of that 
act, which is to provide Government support to foster the develop- 
ment and control of an air transportation system which will ade- 
quately serve the needs of our commerce, the national defense, and 
postal service, and to bring stability, through controlled competition, 
out of the chaos that was developing in the industry before 1938. In 
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all of these objectives, the legislative program carries the specific en- 
dorsement of the Hoover Commission. 

The bill replaces section 406 of the Civil Aeronautics Act of 1938 
with an entirely new section. Payments for the transportation of 
air mail will continue to be made out of funds appropriated to the 
Post Office Department. Mail rates are initially set by the bill for 
domestic and for overseas mail services.' These rates are subject to 
modification from the outset and subsequently may be adjusted from 
time to time by the Civil Aeronautics Board on the basis of cost. 
Rates for foreign air services by United States carriers will be set by 
the Postmaster General. 

Such subsidy grants as may be justified will be determined by the 
Board and payable to certificated air carriers from funds appropriated 


to the Board for that purpose. They may be awarded to support 
an approprh ute air tre Wnsporti ition System in the interest of the nation: al 
defense, the economic development, and the air commerce of the 


United States. If the national defense of the country makes it advis- 
able to augment civil aviation facilities and services beyond their 
natural economic level, this objective should be recognized as a proper 
security cost. ene the essentiality of many schedules, 
routes, and entire carrier systems will require careful review by the 
Board In the ionelat field dependence on subsidy may well be 
justified and, following maritime precedent, contracts up to 10 years 
in length are authorized to cover subsidy requirements for foreign 
air transportation, with an appropriate recapture clause in event of 
excess earnings, 

The effective date for the separation of subsidy from air-mail pay 
for domestic and overseas air services is July 1, 1952, and July 1, 
1953, for air-mail transportation to foreign countries. 

The bill amends the 1938 act (1) to require the approval of the 
Postmaster General before the Board may issue a new certificate of 
public convenience and necessity authorizing the transportation of 
mail only and (2) to require the Postmaster General to dispatch by 
aircraft all mail bearing air-mail postage except under unusual con- 
ditions where the mail would be unduly delayed if routed by air 













PrEesSENT LAw 


Section 406 of the Crvil Aeronautics Act of 1938 directs the Civil 
Acronautics Board to fix fair and reasonable rates for the transporta- 
tion of mail by aircraft, including an undisclosed additional amount, 
when required, for subsidy purposes. The 1938 act does not specifi- 
cally require the Board to publish how much of a particular rate is for 
“service” and how much is additional ‘“need’’ subsidy, and the 
Board has never done so. However, in a few mail rate proceedings 
the Board has found that the carrier did not require “subsidy’’ and so 
fixed what it designated to be a “service” rate. 

After enumerating specific factors that should be considered in deter- 
mining rates for the transportation of mail, subsection (b) of section 
406 of the 1938 act goes on to direct the Board to consider also 
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Ihe act ? tir transnortation in see. 1 (10) as “‘interstate, overseas, or foreign air transportation or 
t e transportation mail by aircraft.” Interstate, overseas, and foreign air transportation are further 
defined in see. 1 (20 “Overse means trans ortation between at lice in the United States proper and 
a place in a territory or possession of the United States or between places in twosuch Territories or posses- 


ons, but “interstate” includes transportation between places in the same Territory or possessions 
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the need of each such air carrier for compensation for the transportati ft ma 

sufficient to insure the performance of such service, and, together with all other 
revenue of the air earrier, to enable such air carrier under honest, economical, 
and efficient nasnagement, to maintain and continue the development of air transe 
portation to the extent and of the character and quality required for the com- 


merce of the United States, the postal service, and the national dé 


This unique ‘‘need”’ provision has been interpreted by the Board t 
mean that where any air carrier has been unable, under honest, eco 
nomical, eflicient management, to earn a fair return on ae transport 
services found by the Board to be required for the development of a 
sound au transportation system lo serve the national obje ctives named 
in section 406 (b), air-mail pay may be raised to cover deficiencies in 
the airlines’ commercial revenues to the point where it constitutes a 
ane a us operation, Like many other cost-plus systems of paving 
for Government services where close supervision is impossible, it may 
have discouraged economy and efficiency on the part of management 

\ir-mail payments by the Board to the domestic and i 
United States air carriers in recent years are summarized in appends 
A as of August 28, 1951 . 


No other promotional publie utilitv statute is known to comming! 





a service payment with direct subsidy grants in the manner of th 
Civil Aeronautics Act in such a way as to keep the two elements 
completely hidden. Prior to 1936, ocean steamship companies wert 
subsidized in a comparable manner through the mechanism of mail 
payment, but this led to abuses and was replaced by the Merchant 
Marine Act of 1936 with provisions for direct subsidies on the basis 
of construction and operating differential costs. The Interstat 
Commerce Commission 

portation of mail by railroad without authority to include subsidy 
such rates 


‘ 


ixes far and reasonal le rates fo} the rans 


SUPPORT FOR IMMEDIATE SEPARATION 


For many vears committees of Coner SS, OXNECCUTLVE de partments 
and interested private groups have contended that they are entitled 
to know the extent of the Government’s commitments of promotional 
grants to the airlines 

During the 2 vears that vour committee has been studving thi 
problem, pressures have grown steadily in favor of immediate legisla 
tion to separate air-mail pay from airline subsidies. In general, it 
may be said that all inte reste «| groups that appeared before your com- 
mittee during its recent hearings, with the exce or of the feeder air- 
lines, favored immediate action. The Hoover Commission, the large 
airline companies, the Air Transport Association, various labor groups, 
business and taxpayer associations, and representatives of surface 
forms of transport jomed in this chorus. W hile generally not opposing 
legislation, witnesses representing the newest and less firmly estab- 
lished feeder airlines expressed great concern lest separation legislation 
interfere with adequate subsidy support for them. 

The views and recommendations of the administration and other 
governmental agencies particularly should be noted. In his last two 
budget messages to the Congress, the President of the United 
has urged immediate legislation to accomplish separation. In January 
1950, President Truman said: 


States 
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The recent rise in total air-mail payments—to an estimated level of about 
$125,000,000 in 1950—has made it increasingly important that the subsidy 
element be separately identified. I recommend, therefore, the immediate enact- 
ment of legislation to authorize the separation of subsidy payments from mail 
compensation. Such subsidies should be paid from funds appropriated to the 
Civil Aeronautics Board specifically for that purpose (hearings, p. 180). 


Again this year, the President restated his endorsement in his budget 
message: 


Federal financial assistance has been a major factor in the industry’s rapid 
growth, and should be continued to the extent necessary for the sound develop- 
ment of civil aviation. The method of paying this subsidy should be changed, 
however, in order to provide the publie with full information as to its cost. At 
present, the airline subsidy is merged with compensation for the cost of handling 
mail and included in postal expenditures. These two elements should be separated, 
and the subsidy portion paid by the Civil Aeronautics Board from funds appro- 
priated specifically for that purpose. I again urge the Congress to enact legis- 
lation providing for this separation (hearings, p. 180). 


A more detailed statement was given to the committee on June 26, 
1951, by Mr. Elmer B. Staats, Acting Director of the Bureau of the 
Budget. 

It reads: 


There are a number of important considerations favoring the separate provision 
of airline subsidy. First, and mest fundamental, is the right of the public to 
know the cest of any program which it is financing. With that objective in mind, 
the President has consistently sought to bring bidden subsidies into the open. 
Separation of airline subsidy from mail pay would represent a significant step 
in that direction. It would be especially important at this time in view of the 
high level of air-mail payments, which exceeded $115 million in calendar year 
1950. 

\ closely related consideration is the need of Government agencies, the Presi- 
dent, and the Congress to have continuing information on, and an annual review 
of, the amount being spent for airline subsidies. Policy decisions affecting the 
development of civil aviation frequently require a balancing of anticipated 
benefits in relation to costs. Clearly, the availability of data on airline subsidies 
would assist in the sound formulation of such policies. In particular, such 
subsidy data should assist the Civil Aeronautics Board in dealing with route and 
rate problems, and other phases of economic regulation. 

Airline subsidy separation would also result in a more meaningful budgetary 
presentation for the postal service. Subsidies for the development of air trans- 
portation are not properly an item of postal expenditures, and their present 
inclusion in air-mail payments distorts to that extent the size of the current 
postal deficit 

Finally, it seems probable that the public identification of subsidy would provide 
some increased incentive to airline management to achieve maximum efficiency 
and economy of operations. 

In short, the separation of airline subsidy from mail pay would achieve a more 
accurate and meaningful presentation of this promotional program and hence 
would be in the best interests of the general public, the Government, and the 
airlines themselves. 

It is recognized that the actual accomplishment of subsidy separation will 
initially create a number of practical problems for the Civil Aeronautics Board. 
However, this Bureau strongly feels that the advantages of such separation out- 
weigh the transitional problems that may arise, and make this reform clearly 
desirable (vol. Il of hearings). 

The Civil Aeronautics Board has not always favored separation 
legislation in principle, apparently because it might interfere with its 
orderly promotional program of air transport and would impose need- 
kiss work on the Board that in their opinion was not essential. This 
attitude has completely changed, and on June 27, 1951, Mr. D. W. 
Nyrop, Chairman of the Board, testified before your committee as 
fcllows: 
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At the outset I want to make it clear that the Board supports the concept 
contained in the bills being considered by this committee, namely, that there 
should be separation of compensatory mail pay from subsidy payments, both 
domestic and international. The basic objective of this committee and of the 
Board is the same (hearings, p. 47). 

The Board believes that the basic standard for fixing a service rate should be 
one which will provide reasonable compensation to the carrier—that is, it should 
be based on the cost of carrying the mail which includes a fair return on invest- 
ment (hearings, p. 89). 


Although no representative of the Post Office Department appeared 
to testify at the hearings, the Postmaster General, Hon. Jesse M. 
Donaldson, on April 30, 1951, wrote to the chairman of this committee 
stating his position as follows: 


[ am of the firm belief that the subsidy paid to airlines should be removed 
from the fiscal picture of the Post Office Department. On a number of occasions 
in the past I have stated that the amount of money to which an air carrier 
entitled for services rendered to the Post Office Department, and the amount of 
money to which it is entitled for rendering other services of a nonpostal character, 
should be separately stated. There are two essential reasons why this should 
be done. First, the amount of the subsidies paid should be made known to the 
general public; second, it will sponsor and, I believe, require more efficient oper- 
ations on the part of air carriers (hearings, p. 708 

On June 28, 1951, the Honorable Charles Sawyer, Secretary of 
Commerce testified as follows: 

In substance, the position of the Department of Commerce in this matter is 
that separation of subsidy payments to air carriers and payments for carrying 
the mail should be made at the earliest possible moment. This position was set 
forth by me to the Eighty-first Congress. * * * TI believe that subsidy 
payments to all forms of transportation including air carriers should be identified. 


The carriers should receive a fair compensation for carrying the mail. This 
means a rate sufficient to cover the actual cost of carrying the mail plus a fair 
return on that part of the investment used or useful in the mail service Any 


Government payments to the carriers in excess of this amount should be labeled 
for what they are—subsidies. * * * In my opinion, the cost of rendering the 
service is the most satisfactory standard. Since the Government is the sole 
tender of air mail, and a captive customer of the airlines, value of service considera- 
tions which would conceivably be appropriate in the case of commercial traffic 
certainly should not be applied so far as air-mail rates are concerned (hearings 
pp. 119, 120). 


The Hoover Commission, in its report on the Post Office Depart- 
ment dated February 21, 1949, strongly supported separation and 
recommended that subsidies to the airlines should no longer be hidden 
in mail pay but should be specifically designated so that “the President, 
the Congress, and the public may know what the amounts of the 
subsidies are.”’ 

Mr. Robert L. L. McCormick, Director of Research of the Citizens 
Committee for the Hoover Report, testified on June 28, 1951, as 
follows: 


Although we prepared one of the measures which lies before your committee, 
we do not wish to be doctrinaire about this or that particular bill, or the language 
in one or the other. Our interest lies in principles; not in espousal of particular 
techniques. We feel that the Congress should consider all the various proposals 
carefully and that it should accept those which, in its opinion, are the most prom- 
ising for attainment of the reform which we all seek. 

The important matter here, it seems to us, is to separate out the subsidy as 
soon as possible, once and for all. To do this, two principles must be kept in 
mind: (1) The use of cost plus a fair return as the standard; and (2) equal treat- 
ment to all, big and small, domestic and foreign (hearings, p. 114 
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Senate Report 1389, Eightieth Congress, report from the Com- 
mittee on Appropriations, May 24, 1948, by Mr. Cordon: 


The rate of air-mail transportation is not fixed by the Post Office Department 
t Civil Aeronautics Board and is intended to represent the amount 

which added to other revenues is sufficient to guarantee to the airlines in question 
their venture. The Civil Aeronautics Act of 1938, as amended, is the 
authority for this arbitrary charge against the Federal Treasury ee 
committee recommends to the appropriate legislative committees that a compre- 


hensive study be made of the administration of the subsidy provision of the Civil 
Aeronautics Act of 1938, as amended, with a view to enacting legislation which 
will divorce subsidy from the legitimate air-mail transportation costs so that the 
true picture can be made available to the American people 
Y : ay : ; ‘ : 
House Report 1958, Eightieth Congress, report from Committee 
on Post Office and Civil Service, May 13, 1948: 


l the recommendation of the committee that the subsidy element in air-mail 
be separated It has been suggested that this could be arrived at by ae- 
ounting procedures in the Post Offiee Department However, this procedure 
would not eliminate the basic objection which is that. under the present situation, 
we have an administrative board allocating public funds through which basie 
public policies are established without action directly by the Congress. Che 
better solution to make provisions for subsidies directly to the Civil Aeronautics 


Senate Reports 310 and 1198, Eichty-first Congress, reports from 
Senate Committee on Appropriations. The first report was on 
April 29, 1949, by Mr. Maybank, and the second on October 17, 
1949, by Mr. McKellar. The first report stated: 





rt committee again calls the attention of Congress to the i mgruity of 

arging the Post Office Department appropriation under the guise of cost of 
arrving the mails by air, huge sums of money running into millions of dollars 
\ rut have no ion whatever to the costs of air-mail transportation 
but, in fact, are simple subsidies to the recipient airlines rhe committee believes 
hat the Civil Aeronautics Act of 1938, as amended, should be further amended 
so as to provide for the payment of this subsidy under its present designation 
and, thus, to relieve the Post Office Department from being reqiured to carry 
the item as a part of its appropriation. Such change in the 1938 law will also 
serve to let the Congress and the people know the nature and extent of this 


B8ubsidy 


House Report 3041, Eighty-first Congress, report from the House 
Interstate and Foreign Commerce Committee, August 31, 1950, 
favorably reported H. R. 9184, Air Nal Subsidy Separation Act of 
1950. This bill passed the House of Representatives on December 11, 
1950, was referred to your committee on December 12, 1950, and was 
made the order of business at your committee’s meeting on December 
13, 1950. At that time various controversial amendments were pro- 
posed, both to tighten up and to liberalize several provisions of the 
bill and your committee decided that it could not act upon the bill 
without holding public hearings In view of the very few days re- 
maining in the final session of the Eighty-first Congress, your com- 
mittee decided that it would be utterly impossible for the Senate to 
take action on H. R. 9184 in that Congress 

House Report 685, Eighty-second Congress, reported by Mr. 
Rooney for the Committ on Appr ypriations on July 10, 195] 


It is recs ended that lezislation be enacted to separate airline subsidies from 
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Senate Report 540, Eighty-second Congress, reported by Senator 
Sparkman for Select Committee on Small Business on July 10, 1951: 
Further, your committee favors immediate enactment of lezislation to separate 
airline subsidies from compensation for the cost of carrying air mail. 

Additional congressional support for immediate enactment of this 
legislative program is shown in the following: 

On Mareh 15, 1951, 16 Senators joined Senator McClellan in intro- 
ducing S. 1137, a bill to provide for the separation of subsidy from 
air-mail pay in accordance with recommendations of the Commission 
on Organization of the Executive Branch of the Government. These 
Senators were: Mr. McCarthy, Mr. O’Conor, Mr. Aitken, Mr. Byrd, 
Mr. Taft, Mr. Ferguson, Mr. Smith of New Jersey, Mr. Humphrey, 
Mr. Douglas, Mr. Lodge, Mr. Ives, Mr. Lehman, Mr. Benton, Mr. 
Duff, Mr. Saltonstall, and Mr. Dirksen. 

On June 28, 1951, Senator Herbert H. Lehman filed a statement 
with ‘the committee in which he said: 


I have long been in favor of prompt and effective identification o 
sidies in the interests of governmental efficiency and national economy (hearings 
p. 198). 

Representative John F. Kennedy, of Massachusetts, testified on 
June 29, 1951, “in favor of the enactment of S. 436” and ‘against 
enactment of all the other bills” (hearings, p. 219). He later joined 
others in a letter published in a local newspaper in which he stated: 

This unhealthy mixture of mail pay and subsidy cannot be corrected unt 
legislation is passed which will provide that compensation be based on the cost ¢ 
service rendered and not what happens to be mutually agreeable to the CAB 


and some of the big airlines (hearings, p. 455). 


Mr. Harold F. Hammond, manager, transportation and communi- 
cations department, United States Chamber of Commerce, testified 
as follows: 


| appear before you to present the National Chamber’s endorsement of 


principle of separation of air-transport subsidies from payments for the carriage 
of air mail to domestic air carriers * +# ' The Chamber’s transportat 
and communication committee, composed of 35 representatives of the various 
types of carriers, users of transportation, and representatives of the publ 
studied this subjeet in some detail as far back as the fall of 1949 As a result of 
recommendations made by the committee, tl nembers! Ip of the Chamber 


adopted the following policy statement in Nav 1950 
‘To provide more accurate information on Federal financial aids to dome 


air carriers, subsidies provided in the interest of the postal service, the national 


security, and the commerce of the United States in connection with the transporta- 
tion of air mail should be shown separately from payments for carriage of mail.” 
This poliey statement was again reviewed by the committee this vear, and it 
was agreed that it still properly expressed the committee’s views I should | 
to call vour attention especially to the fact that this statement refers to domestic 
air carriers only (hearings, p. 225 
Veterans groups also endorsed the separate identification of subsidy 


pavments to the airlines Mr. Charles H. Slayman, Jt ition 
legislative director of AMVETS—American Veterans of World W; 


11—testified on July 10, 1951, as follows: 


Pu ant to convention mandates, [ am appt ( 
urge enactment of begislation to effectively epar { ibsid 
Pay Sut I I ‘1? i ave ien aw 
pavments for some tim \ id als for a 1 by] ‘ \ 
reat 9 \ taxpa eT } ve He le 1 I bf d 
ha true di | } 1, fw , ha 
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subsidy. It is not, fundamentally, a question of whether subsidies should be 
paid to airlines. Airlies are not unique in the business history of America in 
receiving financial aid from public funds. But there is no excuse for paying 
these subsidies under the heading of air-mail payments. There is no excuse for 
failure to require a separation. And there is no excuse for delaying the enactment 
to accomplish this end. 


Mr. Langdon P. Marvin, Jr., research professor in air transportation 
economics at Georgetown University and vigorous advocate of the 
public disclosure of airline subsidies, testified on June 28 and July 30 
in behalf of American Veterans Committee and Citizens Committee 
for Subsidy Separation; 

I am here advocating prompt passage of 8. 436 to achieve effective separation 
of the concealed airline subsidies from post-office mail payments for the twin 
purposes of 

1) Reducing the heavy post office deficit; and 
2) Bringing these concealed airline subsidies into the open so the President, 
the Congress, and the people may know what they are 

By this time nevertheless everyone except a few die-hards will agree that the 
taxpayer has a right to know what his money is being spent on. $140,000,000 of 
the taxpayers’ money is currently being spent on so-called air-mail payments to 
various airlines sut of this money, no one knows how much is subsidy and how 
much is compensation for flying the mails (hearings, p. 161). 


The vice president of the National Association of Letter Carriers, 
Mr. Daniel R. Sullivan, testified on July 25, 1951: 


First, we want to make it abundantly clear that we are not opposed to sub- 
sidizing our airlines. We know full well the indispensable contributions made 
by our airlines in the last war. We also know full well that subsidizing airlines 
is very helpful toward developing the kind of air power that will be necessary for 
the continued preservation of our Nation. We maintain, however, there should be 
& separation of airline subsidies from air-mail compensation in order that the 
fiscal operations of the Post Office Department can be presented to the people in 
their true light (hearings, p. 583). 

Labor organizations strongly endorsed the enactment of legislation 
but representatives differed in regard to details of the program. Mr. 
Elliot Bredhoff, assistant general counsel, Congress of Industrial 
Organizations testified on July 12: 


For your information and convenience, Mr. Chairman, I have here a copy of 
the resolutions passed at the twelfth constitutional convention of the CLO in 1950, 
which are here set out in book form. 

, It is, therefore, increasingly important that the public know what 
part of these vast sums is actually air-mail pay and what part is subsidy. At 
present there is no breakdown, and the amount of subsidy is thus concealed. This 
concealment makes it possible for airlines to use public funds for antilabor and 
strikebreaking activities’? (hearings, p. 414). 

Airlines are encouraged to disregard their legal obligation to bargain in good 
faith with unions representing their employees, and to foster strikes, * + + 

These airline managements know that remaining adamant to the point where 
they provoke a strike is not going to make much difference to them, since any 
Josses they incur as a result of strikes will be made up through the hidden subsidies 
+n Government air-mail pay (hearings, p en 
jn ¢ t ly I p. 41 

: , ' ere vei 

Mr. James F. Horst, director, air transport division, Transport 
Workers Union of America, CIO, filed a letter with the committee, 
dated July 26, 1951, endorsed the statement of Mr. Bredhoff. 

Mr. George M. Harrison, grand president, Brotherhood of Railway 

’ > . : , r ste 
Clerks filed a letter with the committee endorsing the efforts of the 
committee 
to procure separation of payments for carriage of air mail from subsidy * * * 
since we believe the taxpayers of the country are entitled to full information on 
this subject. 
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They add this word of caution: 


We believe that great caution should be exercised with reference to international 
separation to make sure that it is done on a basis that does not unfairly prejudice 
United States-flag carriers as against their foreign competitors. We would think 
it would be quite unfair if, as we understand has been suggested, the United States 
were to pay less for carrying its mails to American-flag lines, using American labor, 
than it was willing to pay foreign lines under any international treaty in which our 
Government is a party. Any such discrimination would react adversely not only 
to American-flag carriers, but also to their employees whose welfare is inevitably 
dependent upon the carriers’ being allowed to charge a fair price for all their prod- 


9” 


ucts, including the carriage of United States mail (hearings, p. 737 


Mr. A. J. Hayes, international president, International Association 
of Machinists, also filed a letter, dated July 30, 1951, dealing with 
international airline operations: 


American-flag airlines operating abroad compete directly with airlines of foreign 
nations. * * * [who are] constantly increasing their participation in the 
world air market. They are alert to take advantage of any circumstances that 
may assist them to that end, among other things, by complaining of the subsidy 
paid to American carriers. 

It is our position that American-flag lines must be fully protected against unfair 
competition by the foreign-Hag lines. To this end, we believe that Congress 


should provide guaranteed subsidies to assure the solvency of American-flag 
lines (hearings, p. 738). 


On the other hand, Mr. Nathan E. Cowan, director, CIO legislative 
department, wrote on July 30, 1951: 


I am at a loss to understand the basis for Mr. Trippe’s conclusion that organized 
labor sees no valid reason why international airline rates as determined by the 
Universal Postal Union should not apply to international carriers of the United 
States. I am taking this opportunity, on behalf of the Congress of Industrial 
Organizations, to repudiate any such conclusion (hearings, p. 738). 


The cegtificated airline industry was represented at the hearing 
of the committee by two general industry witnesses and by the 
presidents of several individual companies. Mr. Stuart G. Tipton, 
ceneral counsel, Air Transport Association of America, gave a detailed 


statement for the industry on July 9, 1951, in which he testified: 


To begin the discussion of the domestic subsidy separation, I want to em- 
phasize right at the outset that the airlines favor the separation of subsidy in the 
domestie field. Our positi mn relates solely to the method by which that se para- 
tion will be carried out. We have been anxious to have developed a piece of 
legislation on this subject which will be the least possible administrative burden 
to the Government and to the carriers * * * hearings, p. 274 

sefore it will be possible to enact legislation providing for subsidy separation 
in the international field, it will be necessary to consider a great number of com- 
plex problems which are quite distinct from the problems of domestic operations, 
and to make certain that in providing for subsidv separation in the international 
field the disadvantages of subsidy separation do not outweigh whatever advan- 
tages there may be. 

Mr. James G. Ray, airline consultant, representing 17 certificated 
local-service airlines, emphasized the peculiar problems and objection 
to the legislation of these airlines to the committee on July 19, 1951, 
as follows: 


These local-service air carriers are concerned about the probable effect of mail- 
pay separation on their ability to continue to do their jobs (hearings, p. 481). 

This act [Civil Aeronautics Act of 1938] is particularly slanted toward the 
promotion and development of a new industry. We think it is just about the best 
act that could have been written under the circumstances. It has accomplished 
its purpose exceedingly well. The transportation system it was designed to foster 
and promote has matured into one that is the best in the world. We believe the 
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S l of « ' ranspo m ¢an best grow and develop under this 
{ is rke past We k that a ange in the rules now is 
alm certain to retard and complicate its growt! 

Phe CAB will have to go before the Appropriations Committees of Congress 
each vear for this subsidy appropriatior when the appropriations 
bills get to the floors of the two Houses it will probably be cut again and the 
amount of this it will be depe dent pon the levree of economy-mindedness of 

particular Congress. All of this will mean that the carrier will never know 
one veal her it will be in business the next, and if so, to what extent (hearings, 
» 45] 


Mr. John B.-Connally, general counsel, Trans-Texas Airways, 


‘ i 4 ) ra bil \ ‘ \ tu - 
\ st sp \ ed, t ellin 
1 i iwi \ ( if dol l igl 
| rl ol 1@ alt ( Lust! L\ ' ( ! 
\l i Vill Ie ( ) \ ( } i } } 
wet f Vo on ivoca far as | ; ‘tans 
eff : it to t G \ 
( , eam ¢ t¢ it I hav ‘ f f 
tes uti si pa yuld 
( d of gt rf } bv the ers and he 
( ' { rit YY) bos 150 
\[r. Croil Hunter, president of Northwest Airlines, Inc., submitted 
a letter to the committee dated July [3,. 1951 .. Wh which he endorsed 


the statement of Mr. S. G. Tipton, general counsel of the Air Trans- 
port \ssoclation, and had the following to say with recard to inter- 


Hato! al operations: 


rea e pre ire for paratio ve in international opera 

real If suel eparation is considered absolutely neces 

i at should be done to protect United Stat flag carriers against 

a LISc! ination and competition of foreign-fla earriers should b ( 

ra Or carria ot ma uli NOL D ess than t rate 

} | ul P i | ) I This iv the | ited Stat flag carrier 

pi 1 some respect mn a parity with their foreign-flag competitors, 

i Mal rT air will not be pind i at a serious disadvantage 

The eertineated au freight carriers who receive ho subsidies, 
Crol ' ipport the separation program because they allege Govern- 


met ibsidies have been ‘fused to finance unfair competition.”” Mr. 
Lobel \\ Pre SCOUT presid nt ol thre Klying ‘| vel Line, [ri : testified 
on July 10, 1951, as follows: 


e fact that the passenger lines, now being richly subsidized, also 
ear! air freight in direet competition with us makes apparent our very direct 
in the ssi of mal pay separation from subsidy and the identification 
of 1 | for what it i A t It has been a battle of the unsubsidized 
a bsidized (heari , p. 315 
Under the present accounting system prescribed by the Board, it is not possible 
to determine the ‘“‘eost’”’ element, and nowhere can vou find what other elements 
there ar a ‘‘compensatory’’ rate. In fact and in simple truth, there will be 
I ution to this key problem in air transportation unless and intil the Congress 
compe tatute a true separation of subsidy from mail pay (hearings, p. 318 
o one has vet presented anv reasonable explanation as to why, now 
that the air transportation system is approaching maturity, the Post Office should 
have the subsidies loaded on it Such subsidies should be separately determined, 
and their payment should be specifically appropriated Only in that way e 
Conegre control the tuatior eliminate unnecessary expenditure, and ey 
the benefits to the national welfare of the subsidy-fed airli hearings, p 














Near the beginning of 


was authorized by Senate Resolution 50. to conduct. among oth 
transportation investigations, a detailed inquiry into the then d 
perate financial problems of the air transport ndustry seventyv-ni 
davs of spirited hearings were conducted, concluding June 30, 1949 
(which are printed in five volumes entit “Airline Industry Inv 
vation, S. Res. 50.’ U. S. Government Printin fT Q5 
addition, 20 davs of hearings were held this ar on seven bills pro 
posing methods of separating mail pav from subsidy, hich 
printed in two volumes Thes inquiries Loe SCG I tC attentior 
upon the importance of publicly identifving airlu SUDSICL and oO 
returning to Congress its direct stewardship over appro] tions fo 
whatever promotional program might seem appro 

Notwithstanding accusations of some wast ] 
superb air transportation svstem has b en aeveLope througho 
United States and over all major trade r tes of the worl l I 
the needs in this growing air age of commer Do | se e, and 
national defense of the United States \luech eredit should go to th 
policies pursued relentlessl, by the ( ivul \ OnauUutics Board 

Nevertheless, many witnesses at the hearines identified with th 
airline industry In one capacity or anothe ure d the promp passaae 


of a simple statutory mandate which would 1 ‘quire the Civil Aero 
nautics Board to ascertain the cost of transporting the mail and t 
| heady to the individnal 


label all additional financial aid as a su 
The Civil Leronauties Board showed no enthusiasm for the inde! 


taking and indicated they had not considered thoroughliv the far- 
reaching implications of any such legislation The Board’s Chairmar 
testified at that time that the Board then had no clearly worked-out 
procedures LO accomplish separation of air-mail pay from subsidy and 
requested huge funds from Congress before they could possib! 


explore the subject. 

However, the Interstate and Foreign Commerce Committee was 
convinced of two thines lirst, that mail par should be separated 
from airline subsidies, and that it eould be and should be aceomplishe 
without injuring America’s splendid air-transport svstem. ‘This com- 
mittee Was more fully cognizant of the import ince of a omm 
than many and realized the necessity of a sensible approach so as te 
not retard the steady progress which was being made. The Commerce 
Committee had handled the Civil Aeronautics Act of 1938, and it wa 
generally recognized that this committee should handle any amend- 
ments to that act which might be required. 

During the closing davs of the first session of the Eighty-first Cor 
gress, demands were renewed on the floor of the Senate by members 
of the Senate Appropriations and Post Office Committees for the im- 
mediate separation of airmail payments from subsidy (Congressional 
Reeord, October 18, 1950). At that time the chairman gave assur- 
ances that his Commerce Committee would proceed vigorously to 
work out an adequate legislative program and report the same as 
sooh as possible. 

Since neither the Board nor other interested parties had presented 
anv adequate legislative and administrative program, vour committ 


was forced to develop its own approach, [extensive staff stud 
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conducted and a preliminary study was made for the committee by 
an independent national firm of accountants and management engi- 
neers, Ernst & Ernst, covering the principles and technical standards 
which they recommended should be incorporated in any legislation 
to accomplish separation. 

Realizing that the only realistic need for subsidies which could be 
demonstrated was through relating in specific figures the losses in- 
curred in serving nonmetropolitan areas the chairman of the commit- 
tee asked the Senate Appropriations Committee in May 1950, for an 
appropriation to conduct special studies along this line. By allocating 
revenues and expenses including compensatory mail pay to all of these 
communities served it was anticipated a clear picture would be had 
of excess service, Inadequate service, duplications and the need for 
improvement in the traffic pattern. For these purposes $200,000 was 
authorized in the General Appropriations Act of 1951 (Public Law 
759), and on the floor of the Senate a request to include the interna- 
tional problems affecting separation was recognized and included. 

Immediately the committee sought bids for comprehensive field 
engineering studies of the losses incurred community by community 
and of all direct or exclusive expenses of the mail and commercial 
services. Messrs. Ernst & Ernst submitted the lowest responsible 
bid and was awarded a contract on October 12, 1950. for $145.000. 

At the same time your committee outlined the principal issues 
involved in the separation of airline subsidies in the international 
field. Since the problems in the international field involved so largely 
the foreign relations of the United States as they might be affected 
by publication of official cost determinations and disclosure of the 
amount of the subsidy requirements of United States international 
carriers, your committee decided that certain basic policy questions 
should be answered before it could properly proceed with detailed 
consideration of the metheds of setting a compensatory mail rate and 
separating this pay from subsidy requirements. 

A contract was given to the Aircraft Consulting Service, under the 
direction of Mr. H. E. Weihmiller, to develop data related to the use 
of the UPU rates as service mail payments; estimation of the allo- 
cated costs of the mail service by United States international carriers; 
data concerning the maritime operating and construction costs- 
differential subsidy programs; and the segregation of special elements 
of subsidy in foreign air transportation not found in the domestic 
operations. 

When Mr. Weihmuiller submitted his report it was given to the Air 
Coordinating Committee, an interdepartmental committee set up by 
the President to coordinate and determine fundamental aviation poli- 
cies for the executive department. Our committee had previously 
asked that committee for comment on the policy problems involved 
in international air transport. These were finally given to us by the 
sureau of the Budget. 

In the domestic field Ernst & Ernst went about their engagement 
in a most thorough manner and submitted, after some delay, a com- 
prehensive report on April 9, 1951, entitled “Report Covering Certain 
Aspects of Separation of Compensatory Mail Pay From Total Mail 
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Payments to Domestic Airlines.”” Among the conclusions reached by 
Ernst & Ernst are the following: 

From the procedures outlined in our report, profit or loss statements by stations 
of respective domestic carriers can be developed, to cover any specific accounting 
period, for the purpose of allocation of ‘“‘subsidy’’ in proportion to the stations 


reflecting insufficient revenues to cover their “standard need” (the sum of their 
justifiably incurred expenses and the allocated portion of a reasonable return o1 
their investment). We wish to reemphasize that procedures outlined in our 


report, reflecting geographical results of carriers, should prove of real worth in 
obtaining the “simple, dependable, and understandable picture of the over-all 
problem and the domestic airline program’’ outlined by the chairman of the 
committee in his interim report of May 5, 1950, to the Senate Appropriations 
Committee. 

As we have pointed out, the allocation of the over-all profit or loss of each 

I | 

carrier to the stations served, in relation to the revenues created at each station, 
is not, in itself, an exact determination, because of the interdependence of the 
stations and the consequent allocation of many of the operating costs which are 
of an indirect character for each airline system as a whole. We feel, however, that 
the “standard need” requirements by stations of the respective carriers for the 
year 1949, as reflected in the appendix, could serve as a reasonably accurate 
pattern for allocation of ‘subsidies’? which may be appropriated in subsequent 
vears, as long as the general route pattern, flight schedules, relative volumes of 
services rendered, etc., of the individual carriers remain substantially unchanged, 

a ; . . : . . , 

The engineering field studies conducted by Ernst & Ernst for the 
purpose, among others, of identifying all direct or exclusive expenses 
related to the mail and commercial service showed: 

From analysis of data acquired from station and headquarters surveys, it was 
disclosed that relatively few employees were engaged exclusively in the interests 
of mail service. In operations involving direct handling and accounting for mail, 
the functions in most instances were on a commingled basis in the interest of all 
types of service. 

’ * approximately 1.3 percent of pavroll costs were identifiable with mail 
service. In terms of the ratio of direct cost applicable to mail service to the over- 
all total costs of the carriers represented in the summary, only approximately 
0.6 percent could be regarded as being applicable to this service. 

In analyzing the total expenses of all trunk carriers for the year 1949, it was 
found that not more than 15 percent of the total expenses of these carriers could 
be identified with specifie types of service, and that more than 80 percent of this 
percentage is related to passenger service. : , 7 

An additional contract for $5,000 was given to Ernst & Ernst and 
a supplemental report was filed by them on May 9, 1951, which pro- 
posed a rate of 50 cents a ton-mile based on 1949 first-class passenger 
fares for the transportation of air mail, or 46 cents a ton-mile if ex- 
penses for commercial advertising and publicity were charged entirely 
to the passenger service. These rates compare with the average yield 
per ton-mile from first-class one-way passenger fares of 67 cents; 45 
cents for passenger coach fares by the certificated carriers (average 
passenger yield, 57.5 cents); 34 cents as the average yield for air 
express shipments, and about 19 cents from air freight shipments 
(hearings, p. 683). 


In order to complete its studies of the international aspects of sub- 
sidy separation, vour committee in April 1951 engaged the services of 
the Aviation Advisory Service of New York to conduct a series of 
studies of the various methods and amounts of governmental aid pro- 
vided the major foreign airlines. These studies were conducted by 
Mr. Selig Altschul, principal, with Dr. Oliver J. Lissitzyn as senior 
associate. Because of a general policy of almost iron-curtain secrecy, 
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little authentic information has heretofore been available as to the 
extent and manner in which foreign airlines receive assistance from 
their Governments. Comprehensive studies covering 11 foreign air- 
lines were made at a total cost of $6,500 by the Aviation Advisory 
Service and are published in volume 2 of the hearings on this legislation, 

Out of the $200,000 appropriated to your committee to cover its 
contracts to competent engineers and accountants, the following 
contracts were made: 


Ernst & Ernst S145, 000 
Ernst & Ernst 5, 000 
Aircraft Consulting Service 10, 000 
Aviation Advisory Service 6, 500 
Bala inexpended : ; 33, 500 


Out of these surveys and the 99 days of hearings in which everyone 
interested in the subject was enabled to present his views, your com- 
mittee feels competent to recommend legislation to separate airline 
mail pay from subsidy payments with full confidence and assurance 
that the splendid airline industry of the United States, which has de- 

' 


veloped until it leads the whole world, will not be injured but on the 
contral will be made stronger and more self-reliant. 


InrrraAL Ciass Maint Rares 


Five classes of initial compensatory mail rates for domestic and 
overseas airlines are set up in section 406 (a) (1) of the bill for the 
sole purpose of insuring that the legislation will separate mail pay 
from subsidy on the date specified in the bill, and not permit the old 
system of commingling mail pay and subsidy to drag on. These 
rates are 45 cents, 60 cents, 75 cents, 90 cents, and $1.80 a ton-mile 
and are intended to apply to mtrastate, interstate, and overseas air 
transportation of mail. These are generous rates which shall be 
employe d on the effective date if the Board has not found it possible 
to set other rates 

If the objectives of the bill are worth obtaining, and the committee 
pe lieve S they are, then the bill should come into force promptly The 
beginning of the next fiscal vear is the most appropriate time to initiate 
changes ih the handling of Federal appropriations The dol restic 
program io! fixing service mall rates is to become effeetis July 1, 1882. 
and the new foreign program 1 year later, for reasons discussed in a 


. | a 
subsequent section of this report. 


LEGISLATIVE RATE MAKING NOT AN ISSUI 


Your committee concurs in the opinion expressed by many witnesses 
who appt ared at the hearings ana objected to Congress reverting to the 
practice of establishing specific transportation rates on the ground 
that congressional committees do not have the facilities for setting 
such rates; that such rates are of a technical nature and should be 
fixed by the expert administrative agency already authorized by the 
Congress. The committee is in complete agreement with this policy. 

If the bill, however, had left the Board to fix the initial rates after 

‘notice and hearing,” under the procedures established by the Civil 
Aeronautics Act and the Administrative Procedures Act, any affected 
airline might invoke his rights of judicial review and delay at length 
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the proceeding. ‘This would mean that the old system of combined 
mail and subsidy payments would have to be continued indefinitely 
and there also would be confusion and possible impairment of the 
mail service during the transition period. 

Your cominittee doubts very much that the Board could complete 
the necessary proceedings by next July. Even conceding that the 
Board micht continue the ‘“‘service’’ rate recently agreed to with the 
“Bio Four’ carriers, which is the 45-cent ton-mile rate set { 1. 
the Board still will have to classify and establish rates for the remain- 
ine 15 trunk carriers (western and inland are one entity), ¢t 
local service or feeder carriers, + Alaskan mail carriers, 2 hel ‘opt r. 
and 2 intraterritorial certificated mail air carriers 

During committee hearings, the Board advised the committee b 
letter dated Julv 9, 1951, that it would complet DY seplembe! i), 
1951, an administrative determination of a service ma 


of the domestic air carriers other than the Bi our 


p. 243). This will make public for the first time the cost allocations 
and the classification of services and earriers that the Board prope 

Lo adopt for the smaller airlines These carrier have additional 
costing’ problems due LO thre ir greater Wwnus¢ d capacit, This ih¢ tion 
will advance the final determinations of rates materially but m: not 
prevent delays and appeals in the formal rate hearings. The in- 
terested airlines are entitled to insist upon their full rights of presenta- 
tion and rey iew, and if the decisions of the Board should be taken into 


court. delavs in the final determinations might be protracted 


RAILWAY MAIL ACT PRECEDENT 


Your committee has followed. the precedent of the Railway Mail 
Aet of 1916 which established initial rates for various classes of railway 
mail and at the same time directed the Interstate Commerce Com- 
mission to launch an investigation with authority to revise the rates 
set bv that act This is what is proposed in S. 436, as reported 1 \ 
your committee. 
~ One of the bills considered at the recent hearings was S. 1657, 
which provided initial statutory mail rates for domestic carriers tha 
were to remain in effect for 3 vears. These rates ranged from 42 to 


84 cents per mail ton-mile. As the Board pointed out at the hearing, 
that range In rates might not be sufficient for the vervy-hieh-cost 
carriers (hearings, pp. 87-89 and appendix B). However, the general 


discussion of the amount of these rates at the hearing, and the offer 
of several nonmail carriers to transport the mail as required by the 
Postmaster General at considerably lower rates, convinced vour 
committee that these rates were, without doubt, fair and equitable 
rates and fully met all standards against requiring services or taking 
property without unjust compensation. The initial rates in S. 436, 
as reported hy the committee, ranging from 15 cents to S1.S0 a reve- 
nue ton-mile, and including a minimum-weight provision, are 
generous. 

The only action that the Civil Aeronautics Board must take before 
these Initial rates can be emploved is the classification of carriers into 
the five classes provided in the bill according to the standards pro- 
vided. ‘The classification is to be made by the Board ‘fon the basis of 
tvpes of communities served, services rendered, and route patterns.” 
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This initial classification of carriers is authorized without notice and 
hearing. The bill, however, specifically provides that any carrier 
may petition for reclassification and may be heard thereon. 

As we have said, these initial statutory rates are intended only to 
accelerate the transition to compensatory service rates for domestic 
mail. We do not envisage that these rates should remain in effect 
interminably or that the Board should countenance unduly delaying 
procedures by the carriers in such adjustment of these initial rates as 
may subsequently be determined to be necessary. The Board is 
authorized to initiate proceedings at any time and to replace the 
initial rates, as of any date after starting a proceeding, with its 
own rates as determined in accordance with the cost standard specified. 


MINIMUM WEIGHT PROVISION 


As part of the initial class rates, your committee has provided a 
15-pound minimum weight provision in recognition of the overhead 
expenses involved in handling small dispatches of mail and in provid- 
ing regular stand-by service for the mail even though mail loads are 
not always available. Whenever mail is dispatched the minimum 
provision will operate in this manner. Each shipment of mail consist- 
ing of the closed pouches and outside pieces sent as a single dispatch 
to one destination post office will be considered to weigh not less than 
15 pounds. For example, if mail is dispatched at city A on a flight 
to three cities, cities B, C, and D, the weight of the dispate ‘h to each city 
will be considered to be not less than 15 pounds, or a minimum total of 
45 pounds for the three dispatches. The rate paid for each dispatch 
will then be computed at the airport-to-airport mileage to the city 
to which it is addressed. The committee is informed that the recent 
average weight of ell domestic air mail so dispatched is about 11.6 
pounds and, although some consolidation of dispatches of mail may : 
expected (and at the same time not delay the delivery of mail « 
withhold it from any carrier), this minimum provision should more 
than double the pay on dispate ‘thes to or from more than 300 to 400 
sneller airline cities. 

Any minimum-weight provision undoubtedly presents some diffi- 
ec ilties, and your committee has considered the suggestion of borrowing 
from surface tr ansportation practice a piece-handling charge as a 
second rate element; i. e., an airline would be paid X cents per pouch, 
sick, or outside piece of mi ail loaded. Although this suggestion has 
merit, it does not adequately take care of those situations where an 
air carrier regularly provides facilities and schedules available for 
mail service but where the volume of mail actually moving is relatively 
light. 


DIRECTIVE AGAINST DELAY AND WITHHOLDING MAIL 


Under the existing act, the relations between the Post Office and 
the airlines have been generally satisfactory. The very policy of 
commingling mail pay with subsidy needs in the 1938 act puts the 
Postmaster General in a position where it makes little difference to 
his over-all budget whether he places the mail on a low- or high-cost 
curier. To the extent that mail is withheld from a high-rate carrier, 
its rate must be further increased for the mail it does carry so as to 
meet its over-all financial ‘‘needs.’’ Under these circumstances, the 
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Postmaster General pursued the commendable practice of delivern 
mail to competing carriers in a manner that would best expedite its 
delivery. A rule of thumb was followed that, whenever two carrie! 
had schedules that would deliver the mail within 1 hour, the ma 
traffic would then be divided between them 

Most of the smaller airlines which normally have higher unit costs 
and would expect to receive ‘higher mail rates expressed great fear at 
the hearings of vour committee that the Postmaster General might 
change this practice for the sake of postal economy) These witnesses 
pointed out that this attitude would deprive them of all mail traffic 
whenever they competed directly with lower-cost Carriers. Your 
committee believes this would be a calamity, and would make im- 


— Yu 


practicable different rates for classes of carriers because of the signifi- 
cant extent of competition between them. 

As one solution, your committee considered adopting a uniform, 
two-element, weight-and-distance-block, mail-rate structure similar 
to that now used for fixing the rates of air-express shipments. It also 
considered the feasibility of equalizing mail rates between carriers on 
competing trips, as suggested at the hearing by Mr. C. R. Smith, 
president of American Airlines, but was advised that this suggestion 
would introduce “extremely complicated procedures.”” Your com- 
mittee, after due deliberation, concluded that to work out a universal 
rate structure along either of these proposals, or otherwise could 
best be undertaken by the Board within the framework of the cost 
standard contained in the bill. 

For the Post Office to withhold all mail from a competing carrier in 
order solely to utilize a lower-cost carrier would, in the opinion of your 
committee, be an unsound practice which could seriously disturb the 
present system of privately operated atir-iransport systems. Your 
committee, therefore, decided that in order to prevent any suc h p ssible 
discrimination by the Postmaster General it should place a direct 
statutory mandate in the bill. Thus, section 406 (a) (1) provides 
that the Postmaster General shall not delay mail or withhold it from 
an air carrier because the rates for such mail may be higher than the 
rates payable to a competing air carrier. The public is entitled to 
the earliest feasible delivery of this mail, and this has been and should 
continue to be the practice of the Postmaster General. The Post- 
master General is not required to dispatch mail on every plane 
departure because express authority is given to him in section 406 (a) (1 
to designate the schedules which he requires for the best postal 
service; prompt delivery is the controlling standard. 


TENDER OF MAIL TO AIR CARRIERS 


Section 4 of your committee’s bill adds a clarifving provision to 
section 405 (a) of the act whieh how direets the Postmaster Greneral 
to tender air mail to certificated air carriers ‘‘to the extent required 
by the postal service.” The amendment states that all mail marked 
for carriage by air and bearing the appropriate postage shall be 
tendered for transportation to its destination bv aircraft to the extent 
that authorized air transportation is available except where weather 
conditions, strikes, breakdowns, or other similar unusual circumstances 
render it advisable to transport such mail by other means in order to 
avoid undue delay. 


S. Rept. 629, 82-1 
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It has come to the attention of your committee that air mail is 
dispatched from Washington to New York by late night train, and 
by overnight train services between other points also. This seems 
quite different from the use of train service between Washington and 
Baltimore, a distance of 40 miles, where air service saves no time. It 
may also be distinguished from a light traffic feeder airline service 
which operates no night flight and hence, in order to prevent serious 
delay, air mail must be dispatched by surface means (ratlroad, highway 


post office, or star route) to a june tion point of a trunk airline. 





Certainly on ‘‘main air lines’? where no path of service delay is 
involved, failure to dispatch mail by aircraft would show either a 
misunderstanding of what Congress expects of the Post Office or a 
dereliction of duty. The existing act authorizes the Postmaster 
General, by section 405 (e), to designate any flight schedule which 
operates regularly for the transportation of mail, and if these schedules 
do not meet the needs of the postal service he is expressly authorized 
by order to require the airline to operate additional schedules for the 
transportation of mail. 

While mail routing can best be controlled by administrative direc- 
tion rather than by legislation, your committee condemns any practice 
of representing to the public the availability of a surcharged mail 
service and then withholding the full advantage of an expedited 
service as paid for. There are, of course, unusual conditions which 
the letter writer may not have been aware of and could not foresee; 
and under those conditions—-which have been provided for in the 
bill—the postal use of a substitute service may be warranted. Under 
normal conditions, however, your committee does not believe that 
the Post Office should arbitrarily determine for itself that the public 
should not receive the premium which it has asked for and paid for. 


RatreE-MAKING STANDARDS FOR Domestic MAIL 


One of the most controversial issues which developed during the 
course of the hearings was the question of the standards to be applied 
in establishing compensatory rates for the transportation of mail 
domestically. This is the heart of the problem of separating mail 
rates from subsidy. To the extent that a proper standard for such 
determination is not incorporated, the bill will fail of its purpose. 

The basic product of an airline is the sale of space and lift capacity in 
its transport aircraft. Some of that space is sold to passengers, some 
for the carriage of mail, some for the carriage of freight, some for the 
carriage of express. Because the carrier must make provisions for 
extra loads of both mail and passengers in order to perform adequately 
his obligations to the public ai peak periods, he must also have avail- 
able a certain amount of unused space. This means that at slack 
times of the day or in off seasons the total capacity of the aircraft will 
not be used and that the over-all utilization of the aircraft will be 
considerably below that for which the airplane is capable. 

Many of the proponents of subsidy-separation legislation urged the 
adoption of a rigid cost standard which would require that compen- 
satory rates not exceed the fully allocated cost of the air carriers in 
providing the mail service, plus a reasonable return on the investm ont 
specifically devoted to that service. It was urged in support of this 
position that in no other way could it be made certain that the com- 
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pensatory rates established by the Board would not inelude som 


element of subsidy. In othe r words, the adoption of a rigid “os 
standard was regarded as a prerequisite to the full accomplishment of 
the major purpose of the legislation, namely, separation of mail pay 


and subsidy. 
The air carriers, on the other hand, vigorously opposed the adoptio 


of such an inflexible standard. They pointed out, and presented th 
testimony of expert witnesses, that In an industry such as the a 
transport industry, where SO percent or more of the total costs a 
joint (i. e., are attributable to all classes of traffic carried), it is um- 
possible to determine “the” cost of carrving any one class of trathy 


They insisted that allocation formulas, no matter how carefull 
developed, will produce results that are at best arbitrary and that it is 
‘impossible pager up with anything that would have any practica 
value in fixing air-mail rates.”’ 

The air carriers also insisted that, apart from the IMpOSsiDULLYV Ol 
determining costs on any accurate basis, there are many other im- 
portant considerations which must be taken into account in estal 
lishing compensatory rates. They referred to numerous considera- 
tions affecting the value of the service rendered by the carriers 
including such things as the power of the Postmaster General to 
require the establishment of schedules for the benefit of mail service; 
the priority to which mail is entitled over all other forms of traffic 
the authority of the Postmaster General to fix oes for the 
handling of mail and the enforcement thereof with administrativ: 
fines. They urge that value-of-service considerations dent be vive! 
substantial weight 

Jecause of the impo rtance of this matter, and in view of the vigor 
with which objections were made to the use of the cost standard 
has been necessary to vive careful consideration to the problem 


THE COST STANDARD 


Upon initial consideration it might appear that the same prinecip| 
should apply to payments for the carriage of mail as exists in many 
other areas where the Government deals with private interests on a 


cost-plus basis. The procedure might seem to be extremely simpl 
It would merely be that the carrier is entitled to recover all its prop 
erly allocated costs for performing the service, including a fair returt 
on investment. As further consideration is given to the question 


however, it becomes apparent that the problems are complex and 
difficult. A simple cost-plus formula would of necessity have to be 
determined on a retroactive basis. This has two overwhel Line 
disadvantages—first, it provides the carrier with no incentive for 
reducing costs; second, it does not give the carrier any certainty as to 
what his future income from the carriage of the mail might be 

It is, of course, not too difficult to determine in respect of each service 
the cost which may be specifically identified therewith. That is, those 
activities of a carrier which are devoted exclusively to the carriage of 
the mail could be determined and assigned thereto. However, the 
sum of these costs represents only a small fraction of the total cost to 
the carrier. Ernst & Ernst ascertained in the course of their engineer- 
ing studies that the exclusive costs assignable to the mail service were 
only about six-tenths of 1 percent of total expenses, and to the passen- 
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rer service shghtly less than 15 percent. Thus, 85 percent of the 
ageregate costs are common to all the services collectively. There 1S, 
therefore, a very large proportion of common costs which must be 
shared in some way by all the products sold by the carrier. It is pre- 
isely here that the difficulty lies. How should the common costs be 
allocated among the various services which the air carrier sells? If all 
such common costs were allocated to the passenger service and the air- 
mail service were charged with only the added cost of performing that 
service the Government would benefit greatly through a very much 
reduced rate. However, such a system would be manifestly unfair, 
both to the carriers and to the Board which will be charged with ad- 
ministering the subsidy provisions of the bill, and with justifving to 
Congress the grants made thereunder. The mail, together with pas- 
sengers, enjoys top priority; freight, express, and all other secondary 
matter can be off-loaded so that these two primary services can be 
served. This is as it should be; but it means that the mail must bear 
a fair share of the common costs of operating the entire service. 


The central argument advanced against a cost standard is that 
there does not exist anv objective method by which to allocate the 
common or joint costs among both the primary and secondary services; 
that anv method of allocation, whether it be upon the basis of ton- 
miles, weight, space, revenue, or any other vardstick, represents only 
the judgment of the agency or individual adopting the particular 
method. Under such circumstances, it is further contended that a 
“synthetic” average cost of air-mail service, though almost wholly 
speculatin e and unreliable, would take on the appearance of scientific 
reliability, following the pattern of the “big lie technique as practiced 
bv Hitler and Stalin.” 

What these critics of a cost approach to air-mail-service rates fail 
to recognize is that the pricing of joint products is determined pri- 
marily by economic forces which operate under competitive market 
conditions. Witnesses went at length into the pricing processes of 
such joint-product industries as meat packing and the marketing of 
petroleum products, pointing out that the market prices of such joint 
products are coverned not by apportioned costs but by competitive 
conditions and the relative strengths of the various product demands. 
\s applied to that kind of setting, their conclusions as to the limited 
significance of apportioned costs in determining the actual market 
prices which can be realized for particular joint products is demon- 
strably true. Here the compulsions of the market place rather than 
anv close measurement of particular costs are controlling. 

However, the analogy to the conditions of air-mail service is not 
sound sy its very nature, the Post Office is the sole purchaser and 
user of the air-mail service, and it could not well be otherwise.* The 
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postal service is a Government monopoly. Hence, the conditions 
required for competitive price determimation in a commercial market 
do not apply, and it is idle to draw conclusions on the basis of a hy po- 
thetical situation which does not exist in fact. 

When it is said by the critics to be “literally impossible to make an 
objective separation of the costs of the several products of a joimt-cost 
industry”? this does not mean that costs cannot be apportioned by 
some standard of measurement, for obviously they can be. The real 
issue is Whether a significant cost analysis and 
can be made in the particular circumstances of the air-mail transport 
service. 

Up toa vear ago, the Civ il Aeronautics Board apparently emplove ad 
only the most superficial cost analysis by types of services. The 
Board looked upon a carefully analyzed cost determination by types 
of services as a difficult task involving controversial poliey decisions 
which it considered not essential to its functions in administering the 
“need” provisions of the act. However, in the recent “ 
mail-rate case, where a rate not involving subsidy was at issue, the 
Board’s staff undertook an extremely detailed cost determination based 
in part upon original cost studiés made by the carriers. The classifi- 
cation of services and the allocations of joint costs developed were 
summarized by the Chairman of the Board in his testimony to the 
committee (hearings, pp. 89, 90 

Your committee could have spent many hundreds of thousands of 
dollars with engineers and accountants trying to find a sound pro- 
cedure for allocating airline costs by types of Services, However, it 
seems to us that the development of a satisfa tory cost analysis Is 
a matter of evolution which can best be developed by the Board as 
an expert administrative agency, after giving thorough consideration 
to conflicting views on all aspects of the problem. 

During our studies of the subsidy separation problem, your com- 
mittee decided that all it should undertake would be a determination 
of an approximate cost range for the mail service based upon recog- 
nized allocation formulas. Thus, the committee had the average unit 
cost per revenue ton-mile computed for the calendar years 1949 and 
1950, as the upper end of this range. For the lower cost range, the 
expenses of passenger service, traffic and sales, and advertising and 
publicity were first eliminated and the remaining costs (including a 
return on investment) then allocated on the basis of relative ton- 
miles. These two computations are presented in appendix B.  Al- 
though neither of these results may be taken as ‘‘the’’ cost of the mail 
service, they offer convenient vardsticks to serve as a starting point 
for further refined analysis. 

While eritics of a cost standard for air-mail service rates may always 


an equitable allocation 
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insist that there is something inherently reliable and impracticable 
about such a procedure in rate-making, because it is based upon judg- 


1 


ment, your committee notes that Government rate-reculat Ing’ agencies 


Wh et mparable circumstances. with the approval of the courts, are 
making increasing use of cost analvses and allocations tn their determi 
Dations., ‘This is not to sav, of course, that every rat problem can. 01 
should be readily resolved by some mechanical costing process, no 
dor s ®. 4360 require adhere nee to any particular COSI formula The 


Interstate Commerce Commission has frequently found it necessar 
in rate situations to take account of « mpetitive and demand condt- 
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Ohs, espe ally whi re cc mmercial rafl ic Is involve d. We also note 
at the ICC has given particular emphasis to cost studies and pro- 
dures in fixing the rates of railway mail pay, and it is not our under- 
and abl ais oportionately higher rates have been allowed above 
sts in recognition of the great value of the mail service to the country. 


THE VALUE OF SERVICE CONCEPT 


Because of the asserted lack of objective standards in allocating 
mon or joint costs there have been many proponents, including 
nost air carriers, of the recommendation that separation of the mail 
e from subsidy should be accomplished under a standard of ‘‘ value 
SErV ic A considered decision to adopt a cost standard requires 
that the proposed value-of-service standard be examined and that the 
committee reasons be stated for rejecting it. In general, this standard 
s one which looks at the price to be paid from the purchaser’s point 
view— what the service is worth to him. Lt is the principle generally 
followed ina free market in pricing competitive products for sale. The 
price is set at a level which is low enough to create mass demand, yet 
high enough to assure a profit. All prices must be in excess of out-of- 
pocket costs and the fatlure of some commodities to meet their fully 


distributed costs is offset by the fact that other commodities pay more 
than ee sant distributed costs. 

The « ulty with the concept of value of service as applied to the 
ull an service, however, is what has been mentioned above—there 
Ss only one customer or user the United States post office. Since the 
Government is the sole user, the usual competitive market factors by 
which to measure the value of service in practical terms are lacking. 
The post office is now required to tender air mail to the airlines, as it 
should be, and this requirement is further strengthened by section 4 
ff the bill. As there is no satisfactory available competitive form of 
transportation the post office cannot use the nonsubsidized regular 
airlines), there is no wer of determining what the optimum price for 
CaIrving it should be to attract the greatest volume. The real con- 
sumer is et public _ mails the let _ and = parcel-post packages, 
and it pays the postage rates fixed by the Congress; consequently, 
the carrier cannot increase the volume of the m: mall service through price 
adjustment to the consuming public. Subject to periodic fluctuations 

d directional unbalances, mail loads remain relatively stable until 
the postage rate for air mail is adjusted by the Congress. 
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Asa fu rth er argument for the value-ot-servic: concept 1t was irged 
that this standard is necessary so that such factors as priorities 
accorded to air mail over other airline traffic , arrangements of sc] edules 
for the convenience ol the post offies a id other Spe cial ( hara LeTISLICS 
of the mail service requirements will be appropriately recognized 
fixing air-mail rates. Considerations such as these, however, dé not 
require the use of a value standard with all of its vagaries To the 
extent that allowances should be made for factors ch as a ul 
priorities accorded to the mails, adjustments are not precluded by a 


cost standard and they can, indeed, more appropriately and specifically 
be made under a cost standard than they could be under a val ie 
standard. 

In one way or another it seems likely that under any value-of- 
service concept, emphasis will shift to a consideration of the over-all 
financial requirements of the carriers, with the result that carrier need 
would continue to be a controlling factor in the determination of air- 
Ini ail rates as it does now under the e) isting provisions of section 406 
(b) of the Civil Aeronautics Act. Such an outcome would defeat the 
essential purpose of the proposed legislation which is intended to effect 
a, definite separation of compensatory air-mail service rates from 
subsidy payments to carriers whose commercial operations may not be 
entirely self-support ing but which are nevertheless considered to be 
essential in the national interest 


POSTAL REVENUE AS MEASURE O VALI 


It has been suggested that air-mail service rates might be measured 
on a value-of-service basis according to what the users of the postal 
service actually pay for such service as reflected by the air-mail 
postage revenues taken in by the post office. Put this is not really 
a measure of the value of the mail transportation service performed 
by the airlines, even after adjustment of the gross revenues to account 
for the vround expenses incurred by the post office in handling air 
mail. The Post Office Department cannot be regarded merely as an 
intermediary in a commercial transaction between the carriers and 
the users of the air-mail postal service. Postal revenues are the result 
of whatever congressional policies may be adopted with respect to 
postage rates, and these policy considerations are of such nature that 
postal revenues are no valid measure of the value of the transportation 
service rendered by the airlines—or by the railroads either for that 
matter. 

To consider, for reckoning purposes or otherwise, charging the 
public all that they might be made to pay for air-mail service and 
giving the airlines the postal revenues which might thus be obtained, 
would be obviously improper as a means of determining compensa- 
tory air-mail-service rates. It would simply transform the power of 
an essential Government monopoly into another subsidy device 

There is now pending in Congress a proposal to increase the basic 
air-mail postage rate from 6 cents to 8 cents, but it could hardly be 
reasoned that if such increase is effected the rates of compensation 
to the airlines should likewise be increased accordingly, because the 
value of the mail-transport service would have become greater than 
it was before. On the other hand, it would be no less illogical to 
conclude that if the Government for reasons of public policy should 
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decide to establish a very low rate of air-mail postage, then the rates 
of air-mail-service compensation to the carriers should also be reduced 
because a lower value of the air-mail-transport service would be 
indicated by such action. 


ERNST & ERNST PROPOSAL TO BASE MAIL RATES ON FIRST-CLASS 
PASSENGER FARES 


A relatively simple solution to the problem of finding a proper 
limiting eriterion for determining mail service rates was put forth 
by Messrs. Ernst & Ernst, the engineering and auditing contractors 
hired by your committee. It has much to recommend it because of 
its simplicity and also because the passenger-fare level has appeal as 
a generous ceiling for mail rates, thus guarding against the obvious 
inequity of establishing compensatory mail rates at a level higher than 
the charge made for premium services provided in carrying passengers. 

Ernst & sg took the position that reliance upon cost in fixing 
compensatory rates was impractical and urged instead that mail 
rates be estab lished at the level of first-class passenger fares, less an 
allowance for expenses which are attributable exclusively to passenger 
service and are not duplicated in nature by expenses directly charge- 
able to the mail service. The theory underlying this proposal was 
that the mail and first-class passenger services are the two premium 
services performed by the air carriers; that passenger fares are estab- 
lished on a commercial basis, with due allowance for all of the influences 
affecting commercial pricing, and yet are subject to the ultimate 
supervision of the CAB. They recommended setting only one mail 
rate for the entire airline industry, regardless of the inherent differ- 
ences in unit operating expenses of various airline systems. 

The Ernst & Ernst view was supported by a number of the air 
carriers who contended that first-class passenger fares are one of the 
best measures of the value of the mail service which they perform for 
the Government. The Board opposed the proposal as a mail-rate 
standard, pointing out that passenger fares are not a satisfactory 
measure of costs and that adjustments of such fares traditionally lag 
more than a year behind major changes in costs. The chairman of 
this committee suggested, when he introduced S. 1657 on June 12, 
1951, that air-coach fares at 45 cents a —— and not first-class 





fares, would be more appropriate as the basic or list price from which 
to adjust downward to obtain an equitable ein nsatory mail-pay 
rate 


THE AIR-FREIGHT, AITR-EXPRESS STANDARD 


In view of the apparent similarity between freight traffic and mail 
traflic, certain proponents of subsidy separation legislation urged that 
mail rates should be based primarily on air-freight rates (hearings, 
p. 313). It was not clear from their testimony whether these witnesses 
proposed to apply the air-freight rates, as such, to mail shipments, o1 
whether they would base mail rates upon the average revenue pro- 
duced by air freight. The airlines produced samplings of the results 
of applying air-freight rates to mail shipments and showed that the 
cost to the Government would greatly exceed the average revenue 
from air-freight shipments and would even, in many eases, greatly 


exceed the “need’’ mail rates presently in effect. This results from 
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the fact that air-freight rates are designed primarily for large ship- 
ments, moving over long distances, whereas a considers ible proportion 
of the mail moves in relatively small lots and over rela tively short 
distances. 

It Was also proposed that mail rates should be based on an average 
of air-freight and air-express revenues. A witness familiar with the 
air-express rate structure explained the basis on which air-express 
rates are constructed and applied them to some typical air-mail 
shipments. It was apparent from this demonstration that air-express 
rates to the public, as applied to actual mail shipments, would produce 
results nearly as unpredictable and varied as those derived from 
applying air-freight rates, 


REPRESENTATIVE HINSHAW’S PROPOSAL THE WEIGHT OF MAII 
ENPLANED 


One of the most novel mente”. submitted to your committee was 
that presented by Congressman Carl Hinshaw (hearings, p. 201 
His proposal would set a flat pound rate whereby each carrier, depend- 
ing on its class, would be paid either 25 cents or 50 cents for each 
pound of mail carried, irrespective of distance. In addition to its 
simplicity, this proposal represented our way of reflecting the greater 
costs per mile of short-haul as against long-haul movements. The 
rate as urged by Representative Hinshaw, if figured on a ton-mile 
basis, would result in approximately 45 cents per ton-mile for the 
average length of a mail haul, which is 1,170 miles. However, it would 
work out at 25 cents per ton-mile for hauls of 2,000 miles, which might 
be an underpayment to the long-haul carrier. The same pound rate, 
as applied to very short hauls, might result in excessive payment. 
For a 100-mile haul, the rate would vield $5 per ton- — The com- 
mittee had an analysis of the Hinshaw proposal made by an independ- 
ent consultant, whose findings are found on page 491 of the hearings. 


ALLOCATED COST STANDARD AS MODIFIED BY VALUE OF SERVICE LIMITS 


Another proposal by Mrs. Lucile S. Keyes, an economist specializing 
in air transportation, was introduced as 5. 1756 (hearings, p. 355 
That bill provided basically that mail rates should be the costs derive d 
by allocating to each unit of mail traffic a proportion of common costs 
equal to that allocated to each comparable unit of nonmail traffic. 
However, the bill would allow an increase in such rates if the Board 
found such increase necessary to support the mail service required by 
the Post Office or necessary to avoid higher over-all unit costs of the 
carrier. In some situations a rate lower than distributed costs would 
be set by the limiting provision that the rate could never exceed the 
value of service to the Postmaster General as measured by the cost 
of other available comparable services. Lastly, no rate would be 
fixed at less than the added cost to the carrier for carrying the mail. 
The proposal was meant to avoid 


the undue rigidity of prescribing fully distributed cost as a universal rate 
standard, while avoiding also the undue looseness of leaving the dete 
of compensatory mail rates entirely up to the regulatory authority (hear 
355 t 
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THE DISTANCE AND WEIGHT BLOCK RATE STRUCTURE 


An interesting proposal presented to the committee was that of 


Mr. J. H. Carmichael, president of Capital Airlines (hearings, pp. 406, 
576). In his testimony, Mr. Carmichael stressed the fact that the 
mail rates applicable to the smaller carriers should be identical with 
the rate paid to the Big Four carriers for the same competitive hauls. 
Otherwise, he believed that the pressure of economy would force the 
Postmaster General to utilize the cheaper carrier exclusively. He 
therefore recommended a two-element rate containing distance blocks 
and weight blocks, so as to prov ide a higher return per mile for short- 
haul, lightweight shipments and a lower return per ton-mile for long 
haul, heavy shipments. Mr. Carmichael did not explain how such 
rates should be determined. Similar proposals were advanced by 
apenas of Eastern Airlines and Delta Airlines, among others 
hearings, pp. 505 and 934 

The committee was impressed with this proposal and gave it careful 
consideration, A variation thereof was prepare d for our consideration 
which followed the air express rate structure and was invended to 
produce about the same average revenue as air express.° While the 
committee does not believe that the solution advanced by Mr. Car- 
michael should be the exclusive method prescribed by law for deter- 
mining compensatory rates, it might well be one of the rate structures 
available for the Board’s consideration. S. 436 will permit the Board 
to adopt such a method if found desirable, 


PROPOSAL FOR MATCHING RATES 


Lastly, Mr. C. R. Smith, presider American Airlines, offered 
partial solution to the problem ed by Mr. Carmichael (hear- 
Ings, p. 433 He suggested that when two carriers in different 


1 


mail-rate classes operate directly parallel services, the higher rate 
carrier, in order to share on equal terms in the mail traffic, should 


permitted to reduce his mail rate to that of the other carrier. 
CA PROPOSAL Olt ALLOCATED COST STANDARD 


The Civil Aeronautics Board, in testifying before the committee, 
reconiny nade d that mail rates should be based On costs as ascerlaine d 
and allocated by if in contested rate proceedings to the various services 
performed While the Board recognized that costs could not be 
measured with mathematical precision, it urged that cost determina- 
tions worked out by the Board would bring about the fairest results 
LO all concerht d. 

Under the Board’s recommendation, rates could be determined 
either on an individual carrier or class basis, whichever might be 
found more appropriate under the circumstances. In its testimony, 
the Board was asked to comment on the three-class-rate structure 
set up in S. 1657, as introduced by the chairman of this committee 


k mail-rate structur I ler va ised on cent per Son) nee line haul (the average vield 
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shortly before the hearings commenced. The Chairman of the CAB 
testified that the Board presently beli 
carriers for mail-rate purposes was essential because of extreme 
variations in unit operating costs and volume of service performed 
but that five classes should be provided 

The testimony of the Board showed the growing maturity of its 
own thinking in cost analysis, as was further demonstrated in its 


recent ordet in the sig four case A inal rate of 45 cents per ton- 


i ‘ . best 
ieved that a classification o 


mile, proposed in this order by the Board rv American, Eastert 
United, and TWA, has been accept d by the CAPTLELS Thi aieCIslon 
++ 


} ) 1 1 
as to what the allowable costs should be, was made after vears of 
preparation and many conferences with the carriers and with repri 
sentatives of the Postmaster General. A summary of the method 


allocating costs amone the Various services mn this proceedime was 
presented in the Chairman’s testimony (hearin pp. SO and 90 
and in the said order. 
7 B con a . ° } — | ie i ] 
he oard S reneral attitude toward the problem ob atiocations 
meets with the heartv approval of this committee. Their open- 
minded approach and clear thinking is shown in the following passages 


taken from the Board’s order issued on August 7, 1951, in the Big 


Four case: 

The Board fully recognizes the innumerable difficulties inherent any a 
to cost the mail service as one of several common services. It is further recognized 
that there are other methods of costing the mail wl can be considered reasor 
able. Our responsibility was to settle upon a method which we considers 
most reasonable As of this time, in the present stage of developn 
industry generally, and the Big Four in particular, the mail cost 
and principles adopted in this proceedin r currently constitute the Board’s best 
judgment as to the most reasonable method of costing the mail. The cost 
techniques developed here represent & Marke 1 step rward in relat 
less-refined allocations emploved by the Board previously, Over the futur ea 
further refinements in techniques of costing the mail will undoubte 
oped. With additional studies, certain costs that are now treat 
may prove to be identified with a specific service. Furthermore, chat 
methods may become essential to adapt the costing te 


in the stage of development of the industry. 
It is also highly probable that over the future years further refinemx 

the construction of rate formulas. Various forn 

or two-part rates might well be found more appropriate in the future 

ing payments for carrving the mail since they might reflect more accurately 

cost characteristics of the mail service. If sharp increases in mail volume should 

develop as a result, for example, of the movement | 


be ce vie loped i! 





substantial distances by air, some further recognition to the effect of suct 
changes on the mail cost would appear to be appropriate \ modification 


costing techniques would be particularly essential if any change were developed 
in the priority characteristics of the mail and passenger service in reference to 
the other services. It should be noted, of course, that the 45-cent mail rate was 
intended to give full recognition to the present priority characteristics of the mail 
service, 


STANDARD OF ASSIGNED AND APPORTIONED COSTS ADOPTED BY 
COMMITTEI 


Various other proposals for establishing compensatory mail rates 
were suggested to the committee during the course of the hearings 
Most of them, however, were simply variations of those mentioned 
above. 

The committee, after studying the many proposals, arrived at the 
conclusion that any recognition of a value-of-service concept for the 
determination of compensatory mail rates would only open wide the 
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door to an endless variety of intangible contentions for justifving 
unduly higher mail rates. Furthermore, your committee decided 
that it would not be proper, in view of the express purpose of the legis- 
lation to eliminate subsidy from the mail rates, to adopt merely the 
simple “fair and reasonable’ standard presently contained in the 
Railway Mail Pay Act of 1916. The committee felt that a definite 
cost standard should be adopted to govern the Board in establishing 
compensatory rates which would assure the elimination of subsidy, 
and concluded that “fairly assigned and apportioned” expresses a 
t standard that will be appropriate and fair to both the carriers 


COS 
and the Government. This is to be found in the language recom- 
mended by the Board 

The committee, there fore, included in section 406 (a Z the re- 


quirement that all rates determined by the Board ‘‘shall be based 
ipon the experienced costs for mail transportation services rendered 
and upon penser costs for such services to be rendered, under 
honest, economical, and efficient management,” and specifically re- 
quires that cost “ “fairly assigned and apportioned to such mail 
services, Including a fair return on that portion of the total investment 
which is used and useful in such mail services.’ 

The committee believes that this sti andard is, at the same time, 
sufficiently definite and sufficiently flexible to permit the Board to take 
into consideration all so nts which should properly enter into the 
fixing of a compensatory rate as conditions change from time to time 
with authority to classify carriers, routes, and services for rate-making 
purposes By this standard, service rates and subsidy mav be clearly 
distinguished from each other, in accordance with the basic purpose 


ot S. 436 


Rates based upon costs 

Your committee believes that the language “‘shall in no event ex- 
ceed” cost which was recommended by a number of witnesses and 1S 
found in earlier bills does not conform to long-established principles 
of rate-making, and your committee followed the recommendation of 
the Board that the p yhrase “based upon’’ more accurately expressed a 
workable cost standard (hearings, p. 100). The phrase “in no event 
exceed’? would appear to require using only the eosts of the lowest 
cost carrier if rates are set for a group or class of carriers. It would 
so make it difficult to set rates for the future and make allowance 
ror ant cipated changes In costs exceeding realized costs 

he statute under which the Interstate Commerce Commission fixes 
rates for the transportation of mail by railroad contains no such 
imitation as ‘‘shall in no event exceed,” nor does the act under which 
the Postmaster General establishes rates for the transportation of yr 
by steamship. Your committee believes that the airline industry is 
entitled to a stable mail-rate structure and that the Board shoul + Te | 
rom settine mail-rates on a cost-plu s basis 


»y the phrase “based on’? we wish to emphasize that the rates 
shall be determined solely upon the basis of fairly apportioned costs 
as this is the only statutory stanadare rovi ed tne board owever, 

ly statut tandard led the B 1. ae 
we specifically recognize that rates for future periods shall give due 


eonsideration to cost project vF into the future 
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Classification fo? rate-making pur poses 

The cost standard adopted by your committee authorizes the Board 
to determine costs and fix rates in accordance with the statutory 
standard specified for individual air carriers or by classes of air carriers, 
routes or types ot services This permits the Board to apportion e 
perienced and projected costs among the various services performed 
ina manner which will bring about the fairest and most quit bh 
result LO everybody concerned Of course, sp ific a lded costs for 
performing the mail or other kind of service must be assigned to tt 
particular service. 

Authority to so classify carriers. routes, and services for rate-ma 
purposes is an essential power to provide administrative flexibility 
and to permit the Board to maintain different rate levels for different 
classes of carriers. Any requirement that an entire industry must 
furnish its services to the Government at uniform prices is impro} 
Your committee does not insist upon the Board maintaining diff 


rate levels { | 


‘or specified classes of carriers. On the contrary, it reco 

nizes that there may he advantage 5 in establishing a iniform bloek 
tvpe rate structure for the entire industry, which automatically takes 
into account the inherent differences in cost levels betwei nm carriers 
We, however, beheve that at this time it is essential to permil the 


Board to continue class rates as long as necessary. The adoption of a 
uniform rate structure for an industry with as many varied operating 


units as air transport will require much study on the part of the Board 
Any suggestion that a single ton-mile rate based entirely on the actual! 
costs of the lowest cost carrier should be UNIVers: ily : ppl rE, €Vell Oo 


the smallest high-cost operators, seems clearly unfau 
Methods Of aSteE rhaan ng rake 


Neither does your committee regard a ton-mile or a poun 
unit as the only accurate measure of mail service performed, and ac 
cordingly has vested discretion in the Board, as it now has, to adopt 
other units of measurement for mail-rate purposes. There 
dent for this discretion. The Interstate Commerce Commission is 
bound to any single standard in fixing rates for the transportatior 
mail by railroads nor is the Postmaster General so bound in fixing ma 
rates by steamship or by star routes. 

The Board is specifically authorized to initiate proceedings for the 


i 


modification of mail rates whenevi rit mav appear that the existing 
rates are not fair and reasonable in terms of the cost standard provided 

The committee is convinced that this standard is an eminently fair 
one and will result in the receipt of fair and reasonable compensation 
by the air carriers in return for services rendered. We believe it 
grants to the Board necessary flexibility in administering the rate 
program to meet current problems as they mav arise and the changing 
conditions of the industry We do not give sanction to a would-be 
service rate which contains subsidy in disguis 


INTERNATIONAL AlR TRANSPORTATION 


DISCLOSURE OF SUBSIDIES TO UNITED STATES INTERNATIONAL AIRLINES 


bul 


Arguments were vigorously made before vour committee that in 
the case of international air transportation subsidy separation should 


be “deferred indefinitely.” This argument was based primarily upon 
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a desire to avoid damage to our International air transport system 
through the revelation of subsidies paid to our international airlines, 
since the same treatment would not apply to their foreign competitors. 
It was pointed out that foreign governments do not make a practice 
of publishing ‘all of the subsidy data affecting their carriers; that the 
competitors of our carriers are, for the most part, government-owned ; 
nd that they receive advantages from their governments of sub- 
antial monetary value which are not revealed. These advantages 
ke many forms, such as a quisition of ¢ quipme nt, either free or on 

ry favorable terms; grants of capital funds without repayment, or 
pon unusually favorable terms; and government absorption of foreign- 
exchange losses. These practices were confirmed by studies of the 
bsidle s provided 1] fore en airlines whi h were made for the comMm- 
bv the Aviation Advisory Servic vol 

ing the case, it was argued that the United States carrier would 
ad tO appear heavily subsidized as compared with his foreign 


i e : var 
Ol hearings ; Chis 


ympetitors, Which would place our carrier and the United States 
(7overnment at a Very substantial disadvantag In Maimmtarninge satis- 


tory aviation relationships between the United States and other 


Bilateral aviation agreements between governments provide for 
ontrol of our air carriers’ rates and traffic capacity. These agree- 
ents provide that if the foreign government is dissatisfied with the 

rate our carrier is charging or believes that our carrier is operating 


unduly large amount of service to that country, it may request 


= ’ '’ . } 
Su m with the United States Government. In these consul- 
41 1 ‘ » ai ] . > . > 
lt the revel on ol ubstantial subsidies to our carriers, unac- 
ympanied by similar data with respect to thei foreign competitors, 


ke it difficult for the United States negotiators to defend 
O In passenger fares or air freicht rates introduced to ex- 
Md Oul carriers’ business. or ah increase 1D CUPACILY ae ined LO 


eccomplish the same purpose 


I 
Phe e can be ho question but that this Government has a creat 


ike in the maintenance of its international commerce air transport 


system. It is privately owned and efficiently operated and is without 
doubt the finest and most extensive m the world. It serves our far- 
flung national interests by operating an aggregate of over 108,119 
miles of air routes to 87 different jurisdictions on all continents, 
thy o 53S aireraft wl ch are cenerally the most efficient presently 
bli it is important that the Congress not unwittingly enact 
lation which might impair the continued operation and develop- 
lent of this system Your committee has been deeply conscious of 
responsibility here, but at the same time has been zealous to find 
th vy to secure the benefits of SUDSICY separation for the Post Office 
and the airlines in this field, 
< iere can also be no question but that subsidy separation in the 
nal field involves many problems which are not present mi 
he domestic field Our international carriers are in com] etition with 


ioreign Operators Over which the Congress has only a limited control 


Our carriers operate into many foreign countries whose views and 

poli les with re spect to inte rnational au transportation are not neces- 

sarily the same as ours. Our entire international air transport sys- 
1} 


tem is based upon an aggrezation of bilateral aviation agreements 


4 


14 of them which not only establish basic richts to operate scheduled 
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commercial services, but also spell out in some detail, as mentioned 
above, the economic standards which must be observed bv our carriers 
in providing their service. he suecess of our carriers is dependent 


upon the continued effectiveness of this system of bilateral ag 
and their administration in such a Wav as to permit development of 
air transport services in accordance with the principles of American 
enterprise. 

With these special characteristics of international air transporta- 
tion in mind, vour committee received, in executive session, important 
testimony designed to explain fully the reasons why extreme caution 
had to be exercised in providing for subsidy separation in the inter- 
national field, and this testimony was considered very carefully by 
vour committee. In such a session, on June 26, 1951, Mr. J Weldon 
Jones, Assistant Director of the Bureau of the Budget, presented the 
views of the President, as follows: 





Spe uly ‘'y aue ' ) f 
{ LT1 iI carrie l T , ] | i 
but Cle principally ed W ect S hed 
Ca ill recent i j elr ‘ | d 
Arter fully ¢ 1¢ P j f ‘ ‘ 2 
of bsidy eparatl ) 
to international carrier \ccording| Pr lent feels that inf 
the subsidv naid to interna nal carrier t i rit lv ay labl i t] 
those carriers should be fully subject to Shi ul neta 1. 2 of hear : 


While vour committee was thus coneerned about the difficulties 
presented in separating subsidy in the mntern: tional field. it acrees 
with the President that it should not consent to the indefinit: 





r- 
ment of that part of the subsidy separation program. ‘The manifest 
advantages 1n disclosing to the Congress and to the publie any sub- 
sidies cranted to our international carriers outweigh any mporary 
set-backs which may result from such a disclosure, and the authoriza- 
tion of forthright subsidy contracts, as pro\y ided by the bill meet the 
recognized national interest objectives in foreign ai | 
provide the necessary stability for develop: rit Phe co 
are discussed in another section of this report 

In the event that information developed un: his legislation sho 
be withheld in the national interest, section 1104 of the preset (C 
\eronauties Act will continue to authorize such withholding Under 
that section any person may object to the public disclosure of informa- 
tion obtained hy the Boat | W he Nn such iu o| jection IS Thea 1 
Board ts required to withhold the information from tl tblre i 
its disclosure would adversely affect the int rests of the applicar { and 
is not requir din the interest of the public In addition, the Board 
is authorized to withhold publication of records containing secret 
information affecting national defense It is the OpIn1o of the 


+ 


committee that this section gives to the Board ample authority to 


safeguard the national interest. 


INTERNATIONAI AIR ¢ RRIERS TO BI rR D DIFFEREN 7 FROM 


The distinetions betwe I thre conditions under which our hnter- 
national and domestic airlines operate, which were mentioned at the 
beginning of this section of the report, require, however, that the 
international carriers be treated somewhat lifferently than the 


domestic carriers are treate d 
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The United States-flag airlines strongly urged the committee to 
recommend legislation which would provide that United States 
carriers be paid the Universal Postal Union rate for the transportation 
of United States mail They pointed out that if this were done the 
United States would be adopting the practice followed by most 
foreign countries in paying their carriers the maximum UPU rate 
and would avoid any discrimination in the rates paid to United States 
carriers and their foreign competitors for the carriage of our mail. 
\lso, by following this course, the Postmaster General could avoid 
being placed in the anomalous position of either paying the United 
States carriers less for transporting United States mail than he paid 


to a foreign carrier, or of being —— to withhold mail from 
foreign airlines or of breaking his practice of paying them the quoted 
maximum UPU rates. These witnesses canned the argument that 
the UPU letter-mail rate might include some subsidy by pointing out 
that it was agreed to at a Congress of representatives of all nations 


of the world and since foreign postal administrations were paying our 
carriers this rate it could hardly be a subsidy rate 
This proposal was vigorously opposed by other witnesses on the 
round that the UPU rates are rates negotiated between nations and 
not based upon elaborate cost studies or fixed by an expert regula- 
tory ageney. According to these witnesses the UPU rate for letter 
mail is unduly high, the rate having been established at $2.86 a ton- 
mile, while the over-all ton-mile costs of most airlines range from 
90 cents a ton-mile to $1.40 a ton-mile for the major operators and on 
» for smaller inter-Kuropean services.’ These witnesses recom- 
4 the international carriers should be fixed 


bys t 1 | ( 
1 the same way and on the basis ot the same considerations as domestic 


j ‘ . + 
nended tha the rates 


tes are to be made. 


Your committee did not entirely agree with either one of these points 


NIVERSAL POSTAL UNION RATES 


Your committee could not reach any conclusions with respect to the 
establishment of the compensation to be paid by our Government to 
our carriers for transporting United States mail without careful con- 
deration of the Universal Postal Union, its procedures and the rate 
structure Which it has established, and of the importance of our rela- 
ship with the UPI 

Phe Universal Postal Union ts an international organization dealing 
with postal affairs which was organized in 1874 and has been responsi- 
ble for the unrestrained movement of the mails from country to 


country since that time. At the present time it comprises all of the 
countries of the world on both sides of the iron curtain (hearings, 
p. 602 Every 5 years these countries meet together in a Congress. 


The United States has been represented by the Postmaster General or 


officials of his Department an has always taken a leading role. From 
ese Congresses has emerged a loose, but time-proven, body of regula- 
ions contained in the Universal Postal Union Convention which 
vrovern the international exchange ol mail and postal services within 
the postal territory of the Union. 


tudy of the A ft Consulting Service, vol. 2 of hearing 
I tu the A ift Consulting Service on The Universal Postal Union, prepared by E. M. 
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The scope of the UPU Convention is extensive ancl complete 
Provisions of the Convention define the types of services permitted 
in international ste al aff: airs, the page characteristics of mail. 
conditions of service, rules for service, habilitv, postal rates, trans- 
portation charges, sla voverning GISPOSsILION, of reven e from postage 
and fees, methods of settling International aecounts, and certain 
cuaranties, the most important of which is the cuaranty of liberty of 
transit for the mail throughout the whole extent of the Union. The 


{ . ie ! : : 
( onvention itself and the various congresses have alw: S beech nal 


Y : Ke 
for the lack of political interferenct Thev are dedicated solely to 
the free, rapid, and efficient transit of the mail 

As is indicated above, the | PU Convento xe the maximum 
transportation. charges to be paid by one country for the use of ait 
SerViICeS operated by an airline of another country Kor ¢ campte. it 


fixes the maximum rates that the United States Post Office mav have 
to pars the United Kun radon to! the LIs¢ of Brit s| Wy rseas \ rwavs il 
the transportation of United States mail Ditterent maximum rates 
are fixed for different tvpes of service and different categories of mail 


These rates are determined by hegotiatiorn among the countries who 


participate iD the | PI ( ‘oneress TI Vy are subject to cChape's either 


at the congresses of the Universal Postal Union, which meet every 
D vears, or through the observance of spec al proced res in. the interim 
between, these coneresses. In recent vears the UPU and its working 
committe shave sought thre ndvice of the Tmt rnational Civil Aviation 
Oreanization ICAO) as to the eost of transporting Internatio! | 
air mail (hearings, p. 616 

\t the present time the maximum transportation charges are 6 
eold frances per ton kilometer for letter mail for areas other than the 
Kuroepean Continent class B 3 cold irancs per ton kilome ter tor 
letter mal within Kurope elass \ 25 cold Iranes per tor l-ilon eter 
for parcel post, and 1 gold france per ton kilomet for newspapers 
In terms of United States curreney and units of measure, these tran 
portation charges are $2.86 per ton-mile outside tl Kuropea rea 
class B); $1.43 per ton-mile within the European area; 60 cents per 
ton-mile for parcel post; and 48 cents per ton-mile for newspapers 


If this maximum rate structure had been applied to United States 
mail earried by United States flag carriers tl vield to our airlines 
their trans-Atlantic services would have ranged from $2.13 to $2.28 
a ton-mile In 1949 This includes I ail earried hn Ke rope a thi 
% | rate (hearings, p. 764 

The se are the maximum rates which our carriers can secure for the 
transportation of mail for foreign governments In practice, the 
carriage of air mail between foreien postal administrations 1s arranced 
in this Wily lor example, the postal administration of the { nited 
Kingdom quotes a rate to our Post Office for the transportation of 
United States mail on eee Overseas Airwavs (BOAC The rat 
rs may not exceed the pplicable maximum rate speciied in the 

"PU Convention and this 1s Pa rate usually quoted It should be 
caiacin that there is nothing in the Convention, however, to 
prevent the United States Post Office legally from rejecting the transit 
rate quoted for service over BOAC , or any other fore iv airline, 


because the rate is considered to be too bigh 
The convention does not require the United States Post Office to 
tender any specific amount of mail to BOAC or any other foreign 
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airline, and many foreign countries are reported to use their own air- 
lines to the fullest extent possible. In the case of the United States, 
only about 4 percent of our air mail going to foreign countries is trans- 
ported by foreign airlines. Informal agreements are said to exist 
between European airlines and postal administrations for the carriage 
of mail, in consideration of preferential treatment, at less than UPI 
maximum rates. Such agreements have not been encouraged, and 
our Post Office Department has been a champion of high maximum 
rates because this has been to its advantage. This is so because we 
cular air services over most of the trade routes of the world, 
and United States airlines have carried more mail of foreign postal 
administration than foreign carriers have transported of our mail 
In the fiscal vear 1950, the United States Post Office utilized the 


services of 12 foreign airlines to carry 847,042 ton-miles of United 
States mail at a cost of $2,151,289, or an average of $2.54 a ton-mile. 
During this same vear, United States-flag carriers transported 
1,827,468 ton-miles of foreign countries’ mail and received $10,873,846, 
or an average of $2.25 per ton-mile (hearings, p. 662 Thus, if the 
United States Post Office should attempt to have our mail carried by 


foreign carriers at lower than the maximum U?U rates we could 


expect a reciprocal reduction to be imposed on our carriers for the 
foreign mal they carry. ‘Thus, the net vain to our Post Oflice whi hy 
Inder the above fi ures for the fiscal vear 1950 was ab mut SS.OOO 000, 


would be reduced proportionally. 


MATT ATE STRUCTURI ADOPTED FOR UNITED STATES INTERNATIONAI 


Your committee studied, painstakingly and objectively, the present 


methods of makine mail rates for international tran portation DV all 
and i p, the tern f the Universal Postal Convention, the 
opera mn of the Congresses of that Umon, and the establishment of 
L | States poles with respect to the Union 
| Was recognized al the outsell that the conclusions Oo] the [ nited 
States Coneres vith respect to compensation 10! United States air- 
a& very substantial effeet upon the actions of the 
Universal Pe La Lnion ¢ OnYVTeSS AS well as upon the relationships 
between our carriers and foreign postal administrations. If an un 
reasonably low rate were fixed for our air carriers for transporting 
United States mail, it might well impel the Universal Postal Union 
Congress to make a drastic reduction in UPU rates. While we might 


stand to lose our favorable postal balance, we would probably gain in 
' c . 
loreover, since many of the foreign competitors ol 
| PI rate by they own vovern- 


ments tor transporung their maul, the ¢ stablishment Ol a substantially 


other respects \ 


our airimes are paid the maxiumun 


lower rate for United States carriers might create a false appearances 
as to the relatively higher offsetting subsidies required by our airlines 


as compared W ith those of then foreign competitors Qn the other 
hand, if an unreasonably high rate were fixed for the transportation 
of United States mail bv United States carriers, it would eal into 
question the soundness of the UPU rate structure which the United 
States has a tively s pported and would put our carriers In a position 


where they would have Lo rendet! mal service for foreign postal 


administrat 


ons at a lesser cost than thes do for our own post oflice 
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Kurthermore, even if the UPU rate for letter mail is thought to be 
high, your committee is informed that at the UPU Congress to be 
held in June of 1952 this rate may be appropriately adjusted, for 
there is considerable agitation to lower this rate On the other hand, 
the UPU rates for the other categories of mail may, in some instances, 


be too low since some of them are substantially below the average 
ton-mile cost of the lowest cost American-flage carrier These rates 
may also be subject LO adjustment at next ear’s UPU Congress 

Krom oul study of these que tions, two Das prin iples emerged 


which, in the opinion Ol your committee, had to be Incorporated ln 
any) legislation dealine with mail rates for our international carriers 
In the first place, it seemed essential to recognize the UPU rate strue 
ture for what it is, because it is established by a distinguished inter- 
national body of which the United States is an important membet1 
Llowever, we concluded that the UPI rate structure should be 
recognized only for what it is—a system of maximum rates—and pro- 
vided that none of our carriers should receive a rate higher than the 
applicable Universal Postal Union rate Certainly, there can be no 
objection to the adoption of this principle 

Secondly, it seemed essential that the [ nited States Post Office 
Department should be put in a position of not having to discriminate 
against our own carriers by paying to foreign carriers a higher rate 
than it pays to a United States carrier for performing the same service 
with respect to the same category of mail. Your committee would 
regard any practice which involves the United States Government 
paving a United States citizen less than it pays a foreign citizen for 
the 1] 


performance ol the same service as unso ind and unconss ionabie, 
1} I> l 
In the maritime field the Postmaster General voluntarily pavs both 


foreign and United States flag steamship companies the same rates 
for transporting international mail. Certainly no further argument 
is needed to support this principle. 

These two basic principles we wrote into the bill as seetion 406 (d : 
and provided that, effective J ily f. Tos thi Postma ter Creneral 
shall determine rates whi hi will not exceed the appli able UPU rates 
and will not’be less than any rates paid by the United States to fo on 
carr rs for similar sery ce 

Your committee believes that the rates for the carriage of mail by 
United States-flag carriers should be fixed by a responsible Cabinet 
officer with full cognizance of cost and also of the political and inter- 
national considerations involved in international ait transport. ihe 


bill provides that the Postmaster General can secure complete cost 


data on international air transportation from the Civil Aeronautics 
Board in any manner he requires. He will be expected to be mindful 
of the cost of rendering the mail service and the standards for estab- 
lishing costs for the domestic mail service when he sets the mail rates 
for the foreign service These rates are to be set at not less than cost 
and somewhere between the amount he pays to foreign-flag carriers 
for similar serviees and the maximum Universal Postal Union rates. 
The Postmaster will have strong incentives to keep the rates at or 
near costs, but on the other hand will have to reflect administration 
responsibility toward international air transportation policy, which 
comes generally under the control of the President by section 801 of 


the Civil Aeronautics Act. 
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In adopting these principles vour committee has followed the prac- 
tice established by the Congress many years ago in providing for pay- 
ments to our steamship companies for the transportation of United 
States mail. By the act of February 14, 1929 (89 U.S. C. 654), Con- 
gress gave the Postmaster General power to fix the rates for the trans- 
portation of mail by Lnited States and foreign vessels. United States 
vessels were to receive a maximum of 80 cents a pound for letters and 
posteards and 8 cents a pound for other articles including parcel post. 
No cost or other standard was written into this act. In the case of 
foreign vessels, he is directed to pay not in excess of the rates estab- 
lished by the UPU Convention. 

Since that time the Postmaster General has followed in practice in 


the maritime field the principles edopted by vour committee. He 
has issued various orders establishing retes for the transportation of 
meil by United States and foreign vessels. The current order pro- 


vides for payment of the same rates for the transportation of mail by 
foreign or United States vessels, and with respect to the bulk of the 


1 


mail transported these rates coieide with th rates established by 


the Universe! Postal Union. However, the Postmaster General has 
seen fit to pay less then the UPU rate for the transportation of mail 
within certain very long-distance ranges. Thus in the maritime field 


he, in effect, is followimg the practice contemplated by the present 


bill in meking certain departures below the maximum UPU rates 


The minimum provision specified by vour committee does not 
2utomatically bind the Postmester Generel to pay the maximum 
UPU rates. He isso bound only when he voluntarily permits United 
States meil to be transported by foreign carriers at the UPU maximum 
and then only to the extent thet the services so rendered are dcemed 
similar. As we have seen, the UPU Convention ttself does not pro- 


hibit the United States Post Office, or any other postal administration 
for that matter, from quoting lower rates untlaterelly or from nego- 
tieting for the carriage of mail at rates lower then the UPU maximum. 

It has been suggested that this minimum provision would result in 
transferring the power to fix rates for United States mail from. the 
United States Post Office Department to foreign postal admuinistra- 
tions because our Post Office would have no control over the rate 
quoted by a forcign postal administration for the use of its carriers. 
Ot course, he has no control over what for lon postal administrations 
will quote, but the United States Postmaster General does have con- 
trol over the extent to which he uses foreign carriers. If the Post 
Office Department were to decide to pay foreign carriers a rate equal 
to 50 percent of the established UPU rate for carrving United States 
mail, he could make that determination completely effective. It is 
again emphasized that the UPU rates are maximum rates and that 
no international obligation binds him to pay them. If a particular 
for ion postal administration objects d to recelving the low rates he 
so established, he could refrain from shipping United States mail over 
the carricr of that foreign postal administration. It seems likely, 
however, that foreign postal administrations would see advantage 
under these circumstances In accepting the rate the Postmaster Gen- 
eral was willing to pay. He not only can do this, but he is doing it 
now with respect to the transportation of mail by steamship within 
very long-distance ranges. 





or 


SEPARATION OF AIR-MAIL PAY FROM SUBSIDY od 


In providing that the lowest rate paid by the United States to 
foreign-flag carriers for “similar services” will be the minimum. rate 
which the Postmaster General must pay United States-flag carriers, 
administrative discretion has been vested in -~ Postmaster General. 
The committee has not deemed it prac tical to limit the application 
of this provision to only those instances where a foreign-flag carrier 
transports United States mail in parallel point-to-point competition 
with an American-flag carrier. The Postmaster General has been 
given the authority to determine when the services rendered by a 
United States and a foreign-flag carrier over the same or different 
routes are to be deemed similar. While this may lead to some con- 
troversies, the Postmaster General can set up administrative standards 
which will facilitate application. It is expected that there will be 
many instances when the Postmaster General will find that there are 
no similar services being rendered by a foreign-flag airline and in such 
instances he has complete discretion to fix the rate to be paid United 
States-flag carriers with no controlling minimum. 


PFRANSFER OF RATE-MAKING AUTHORITY TO POSTMASTER GENERAL 


In giving the Postmaster General authority to fix the mail rates 
for United States carriers your committee is proposing a substantial 
change in existing law. At the present time the Civil Aeronautics 
Board fixes the rates for the transportation of mail for both United 
States international and domestic carriers, but under this bill will 
continue to do so only for the domestic carriers. 

One objection made to transferring the power to fix these rates to 
the Postmaster General is that he is the shipper of the mail and in 
his zeal to reduce his cost he may pay the carrier an inadequate or 


an unconstitutional rate. However, there are several factors which 
would prevent such arbitrary action. The Postmaster General can- 
not, as mentioned above, pay the United States carriers less than 
he pays foreign carriers for similar services. Also, the committee 


has provided at the end of the proposed section 406 (g) that the 
Postmaster General may secure cost data from the Board to guide 
him in carrying out his rate-making function. ‘This procedure will 
relieve him of the necessity of setting up his own cost analysis section 
and of duplicating the work of the Board. Finally, there is no evi- 
dence that the Postmaster General has departed unreasonably from 
UPU rates or otherwise dealt unfairly with the steamship companies 
whose compensation for the transportation of mail he has fixed for 
many years. 

There are important reasons to justify Congress giving this power 
to the Postmaster General in the case of international air carriers as it 
did in the case of surface vessels. He has full responsibility for dealing 
with foreign nations in international postal matters, and is in charge 
of the United States participation in the Universal Postal Union. 
Moreover, he has the power to fix the rates he proposes to pay the 
foreign air carriers, up to the maximum limits specified in the UPU 
Convention. In view of the interrelationship of these already existing 
responsibilities, it seemed essential to transfer this function to him 
where the responsibility for fixing the level of rates to he paid to 
American-flag international carriers will fall directly on a member of 
the President’s Cabinet. 
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ONE-YEAR DEFERMENT OF SUBSIDY TO UNITED STATES INTERNATIONAL 
AIRLINES 


Since present mail payments to our international airlines undoubt- 
( ad] \ contain 2 substant inl element of subsidy, several W itnesses pointed 
out that subsidy separation in this field would be of greatest benefit 
in cutting down deficits in the Post Office Department’s budget. 
However, no convincing arguments were advanced to indicate that 
subsidy separation in the international field was a matter of great 
urgency, or that any substantial savings to the Government as a w hole 
could be expected immediately. The Chairman of the Board strongly 
urged a l-year delay in requiring subsidy separation in the inter- 
national field in order that the Board might give its full attention to 
the domestic problems of subsidy separation and thereby gain expe- 
rience in administering the new subsidy provisions of the bill before 
tackling the more delicate problems of separate subsidy grants for 
foreign operations. On the question of deferment Mr. Weldon Jones 


of the Bureau of the Budget testified as follows: 


I view of the difficult f accomplishing subsidy separation simultaneously 
for all carrier the President would have no objection if the Civil Aeronautics 
Board were to give first priority to domestic carriers, provided that international 
separation were not delayed for more than 1 year from the effective date of the 
levislatiot 


There is no question but that the evreatest immediate benefits lie 
in the subsidy separation program for domestic operations and that 
this field should be given first priority. The inauguration of this part 
of the program will involve major policy considerations and will 
create a very substantial workload for the Board. While the setting 
of mail rates in the international field will be given to the Postmaster 
General, the Board still will have to determine the need for subsidy 
grants, and also to supply the cost data required by the Postmaster 
General 

There are other eood reasons for deferring the effectiveness of sub- 
sidy separation in the international field for a vear after the domestic 
separation becomes effective. A vear’s deferment will permit the 
UPU air-mail transit rates to be reviewed at the next UPU Congress 
to be held aul Brussels LT) June 1952, and for BMnyv rey ised UPU rates to 
become effective January 1, 1953, 6 months before the effective date 
recommended in S. 436 for the international carriers. This time lag 
will permit our representatives at the Brussels Congress to give due 
weight Lo the coneressiona! policies contained in this lecislation, if 
enacted, in presenting the position of the United States at the UPU 
Congress 

In view of the practical reasons advanced by the Board for deferring 
] vear, the committee decided to follow this course and to vive the 
Board a fair opportunity to accomplish the domestic portion of the 
program before it becomes necessary to begin on the international 
aspects. It should be noted that the President approved of this 
delay, as did the Seeretary of Commerce, who appeared before your 
committee 
Henicoprer Atk Maint Services 


Section 3 of the bill adds a proviso at the end of section 406 (d) 
which deals with the authority of the Board to issue certificates of 
public convenience and necessity. The proviso directs the Board not 
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to issue a certificate authorizing the transportation of mail only or an 
amendment of such a certificate extending mail service to additional 


areas without the approval of the Postmaster General. It is not 
intended to give the Postmaster General a veto power over all actions 
of the Board in certificating any new services, when a mail authori- 


zation is to be included. Your committee is not prepared to recommend 
that the Postmaster General be granted such an extensive power ove! 
the Board’s certificate authority. 

The proviso was included by your committee because the entire 
costs of an exclusive air-mail service would henceforth have to be 
reflected in the mail rate, except insofar as a subsidy grant to such 
carrier might be made for the nonpostal purposes set forth in section 
406 (2) (1) of the bill. At the present time there are no such exclusive 
mail certificates in force, but the two helicopter services now operating 


have carried very little or no cargo up to this time because of a lack of 


available lift. In the event exclusive mail certificates are issued in 
future, it seems only proper to your committee that such authoriza- 
tions should have the express approval of the Postmaster General. 


Supsipies FoR EssentiAL Arr TRANSPORTATION 
POLICIES GOVERNING SUBSIDIES 


It is not the purpose of S. 436 to stop the payment of essential 
subsidy grants to airlines il ‘ring service found to be essential for 
the continuation and development of an air transportation system to 
meet our national objectives. Accordingly, the bill provides that 
subsidy grants may be made by the Civil Aeronautics Board for sub- 
stantially the same objectives as are specified in the present “need” 
clause of section 406 (b) of the act, which authorizes the Board to 
include subsidies in mail payments. The important change made by 
». 436, as reported, is to require the subsidy payments to be identified 
and covered separately by an appropriation to the Board for this 
specific purpose. 

Subsidy payments are provided for in section 406 (g) (1) for the 
purpose of “maintaining and continuing the development of air trans- 
portation (including the introduction of new and improved types of 
commercial aircraft) to the extent and of the character and quality 
required to promote the economic development, the national defense, 
and the air commerce of the United States.”” One important deletion 
and several clarifying phrases have been added to the language of the 
existing section 406 (b) of the 1938 act. The postal service has been 
deleted as one of the three principal bases for subsidy, inasmuch as 
the requirements of the postal service are intended to be taken care 
of in the provisions for service mail rates. Specific mention is made 
of the introduction of new and improved types of commercial aircraft 
as a basis for subsidy. This has heretofore only been implied. The 
phrase “to promote the economic development” of the United States 
has been added, and “air commerce’’ as defined in the Civil Aero- 
nautics Act has been substituted for the generic term “commerce.” 
All subsidy determinations must continue to be made by the Board 
against the standard of “honest, economical, and efficient manage 
ment,’’ as presently found in the act. 

The three national-interest objectives for airline subsidy grants, as 
amended by the bill recommended by your committee, do not pertain 
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to the mail service pe rformed and are separable from each other. Any 
Kederal grants to foster them should identify the objective or objec- 
tives to which they are directed. While these objectives may not 
always be susceptible of exact valuation in precise dollar terms, ex- 
plicit designations of purpose ney ertheless are desirable. 

By these changes the committee does not mean to suggest that 
subsidies should be conferred either more liberally or more restric- 
tively than they have been heretofore; our aim rather has been to 
state more clearly and explicitly the public purposes for which sub- 
sidies mav be justified under the revised act. 


ELIGIBILITY OF CARRIERS FOR SUBSIDY 


Section 406 (g 1) of the bill provides that all certificated air 
( L¢ shall be eligible to receive consideration for subsidy payments 


LO] ssential an transportation. Under existing provisions of the 
Civil Aeronautics Act, only those air carriers which hold certificates 
to transport mail may receive subsidies, which are included in their 


The committee was impressed with the forthright recommendations 
of the Department of Defense that it ‘‘would prefer that ‘any certifi- 
eated air carrier’ be made eligible to apply for subsidy.” This was 
civen to the committee in a letter from Mr. John A. MeCone, Acting 
secretary of the Air Foree, dated August 6, 1951, in which he stated: 


It is the opinion of the Department of Defense that it would appear to be 

nsistent to deny to the Government the possibility, if desirable in the national 

erest, of subsidizing operators of heavy-freight aircraft requiring little con- 
version for military use (hearings, p. 726). 


At the hearings, the Civil Aeronautics Board advised against this 
broadening of eligibility for subsidy, viving as reasons that it would 
change the character and purpose of separation legislation by funda- 
mentally altering the subsidy provisions and that any carrier receiving 
a subsidy should be required to perform mail service to the Govern- 
ment \s an alternative, the Board suggested that if subsidies are 
restricted to carriers certificated to carry mail, such restriction would 
not foreclose any carrier from the possibility of receiving a subsidy, 
since in any case where the Board considered a subsidy to be merited 
it could amend the carrier’s certificate so as to authorize it to transport 
mail 

However, your committee disagrees with the logie of continuing to 
connect subsidies directly with the performance of mail service or 
endeavoring, in this particular way, to impose limits upon the aggre- 
gate of subsidy payments to the airlines. As we view it, and as the 
bill proy ides, subsidies are intended to be conferred 


for the purpose of maintaining and continuing the development of air trans- 
portatior ' ' * to the extent and of the character and quality required to 
promote the economie development, the national defense, and the air commerce 
of the | ted States 


These objectives are obviously much broader than the promotion 
and development of air-mail transportation. 

From the standpoint of the national defense and security, it would 
be unwise to preclude the granting of subsidies to nonmail certificated 


earriers under any and all conditions regardless ot how ereatl the se- 


curity importance of such air carriers might conceivably be. Such a 
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policy of restricting subsidies to only the certificated mail carriers 
would also give them a discriminatory advantage in competing with 
other certificated airlines which do not Carry mail 

It would also be inappropriate, we believe, to require the Post Office 
to provide mail to air earriers which might be certificated by the 
Board for defense or other purposes not pertaining to the needs of 
the postal service, thus saddling the Department with additional 
costs and inconveniences incident to the unnecessary enlargement of 
the air-mail transport service. What is needed is a clear and definite 
break from the existing association of airline subsidies with the air- 
mail service, a separation which is, in fact, the basic purpose ol the 
proposed legislation. 

Broadening the scope of airline subsidies LO include as eligible ior 
them the certificated nonmail carriers does not mean that subsidy 
outlays will therefore be ere 
At the present time it would mean that about a dozen airlines which 
hold certificates for passenger or freight, but not mail service, would 


‘ater than would otherwise be the case 


be eligible to apply, as well as the approximately 50 earriers which 
have been certificated for passengers, freight, and mail (hearings, p 
765). All air-freight forwarders have been exempted from the re- 
quirement of holding certificates and are not considered as eligible. 
Neither are the large and small irregular air carriers eligible, as these 
carriers also have been exempted from the certificate requirement and 
hold only temporary letters of registration. Furthermore, the bill 
does not extend a subsidy to anyone but only defines the types of 
earriers Which would be eligible to apply for such financial assistance 
Actual subsidy payments will depend upon administrative standards 
and contracts of the Civil Aeronautics Board and upon the controls 
subsequently exercised by the Congress in its appropriations for this 
purpose. 


COMMUNITY APPROACH AND WITHDRAWAL OF SUBSIDIES 


No doubt C‘ongress will insist on keeping subsidy grants to an 
essential minimum, but this does not necessarily mean that drastic 
curtailment of airline subsidies can be expected immediately. How- 
ever, the Civil Aeronautics Board must now become a salesman of its 
own subsidy promotional program. Its responsibilities become im- 
measurably greater. After determining the proper amount and kind 


of subsidy that should be paid each petitioning air carrier, the Board 
must justify this amount, first to the Bureau of the Budget and 
finally to the Congress. 

The early st ilies of your comn ittee indicate dy hat has Sines be en 
confirmed: 


airlines carrving only a long-haul | and servicing o7 a few 
high-densit points could operate profitably \ out ipsidv; or, to put it a ther 
wav, that the certificate requirement compe y the arin Oo serve a large 
er of small station or { rl p! 
mo of pre fits ear | aul | . } 
reason whv subsidv was required 
\ actical — t the tdentifieat; Pate 4 
oO practical way to implement the identification of subsidies wit! 
was 1 } } } } | 4 } 
loss communities had been developed by the Board or the industry 
ea } ' } | ~ . . : ‘ ? ? . 
until the committee advanced the “community” approacl n fa 


¢ 


an appalling lack of available information as to the profitability of 


individual stations was found in the industry Consequently, this 
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rineering 


nittee had Messrs. wea & Ernst make an intensive en: 





to devise a practical wav of allocating airline subsidies to the 
‘communities served at a loss "The detailed results were given to the 
CAB and were also made available to all interested persons 

This community approach was advanced by your committee for 
ie protection of the airline industry and for the protection of the 
oard. It would provide a better understanding of the economies 
ol a iirline structure on the part of the committees of Congress, 


Live ‘AB staff, and evervone else coneerned with the operation of 
and ae from the airlines. It was not devised, as some 
witnesses intimated, as some cruel method of torture. It was devised 


to be of help, to be constructive, and to form the basis of working out 
many of the difficulties that the Board will face in justifving and 
distributing subsidies (hearings, p. 95). 

The CAB concluded, neverthe ‘less, and testified before your com- 
mittee that it wanted no legislative mandate to employ the community 
approach and no accounting requirements to implement it. The 
airline industry itself either opposed or showed little enthusiasm and 
several witnesses expressed a fear that the accounting requirements 
would be unduly burdensome. Your committee concluded that it 
should let the Board struggle with its increased responsibilities as it 
saw fit and without attempting to impose this helping approach upon 
it or the industry 

Your committee believes it to be highly desirable that the Board 
have authority to discontinue subsidy payments for service by those 
carriers Or segments of carriers which are found to be no longer re- 
quired in the interest of the national defense, the economic develop- 
ment, or the air commerce of the United States. If the operation of 
a route is no longer contributing to one or more of the objectives of 


the subsidy provision, there can be little point in subsidizing its 
continuance, irrespective of the fact that a certificate is outstanding 
for such operations. Section 406 (e@) (2), therefore, provides that the 


mere holding of a certificate of public convenience and necessity 
authorizing the conduct of air services shall not be deemed conclusive 
as to whether any such service is sufficiently required in the interest 
of the national defense or the air commerce of the United States to 
justify the amount of subsidy that would be required to enable the 
air carrier to continue such service. If a certificated mail carrier 
chooses to continue to operate the route it would be entitled to mail 
compensation but not subsidy for its operations, unless or until service 
was suspended or abandoned. 

Since the withdrawal of subsidy may be tantamount to compelling 
ee nt of service e, the prov ision goes on to prov ide th: at, whe ‘nan 
issue of ithdrawal of s ubsids is raised, the Board is required to give 
notice ses to mtenenked parties, including communities in the 
United States receiving such service, and to permit them to be heard. 
If the Board then decides that the need for such service does not 
justify the amount of subsidy that would be required to continue it, 
the final order denying such amount shall be accompanied by an 
authorization for the carrier to abandon such service any time within 


6 months from the date of the order. It is not intended to require 
communities to be made parties to every subsidy proceeding where 
the amount of ——— required is in dispute, but only when the issue 


is the amount of subsidy required to prevent abandonment of a 
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service to a community. This provision is intended to app 
Situations where complete abandonn nt ot airiine service to a com- 
munity iS threatened, and not to a mere reduction of servic ‘oO 
minimum standards of adequacy 

A carrier is given a 6-month period after beimg denied subsidy to 
decide whether to abandon the route or continue it in operation W th- 
out subsidy. This should give the carrier sufficient time to experl- 
ment with route and service revisions aad to make a final and binding 
managerial decision. The entire provision is intended to shift sub- 


stantial responsibility to the carrier to suggest changes in route pat- 
terns which it deems m cessary. As long as a certificate creates the 
presumption that a service should be subsidized, management may 
be loath to make any changes in the route pattern even though the 
service may have ceased to be necessary. Your committee believes 
that when a service or route is no longer justified in the national in- 
terest, a provision such as this should spur management to ask the 
Board for authority to abandon the route or service. 


SUBSIDY CONTRACTS FOR INTERNATIONAL CARRIERS 


The character, extent, and value of our international air-transport 
system has already been discussed to some extent. The vast develop- 
ment of our international air service in recent vears—in the interests 
of the commerce, the postal service, and the national defense—has 
been made possible largely through subsidy programs authorized by 
Congress in the Civil Aeronautics Act of 1938 The record made by 
these carriers In providing aid in the defense of the United States is 
well recognized. 

While the basic subsidy poliey of the 1938 act has been continued in 
S. 436 for all our certificated airlines, your committee recomme nds 
a special provision designed to make subsidization more stable for 
international United States-flag carriers. Section 406 (f) of the bill 
authorizes the Board, upon request of an air carrier entitled to subsidy 
of its foreign air transportation, to enter into a contract with that 
carrier for a period not to exceed 10 vears This contract would 
provide for the continued payment of the agreed scale of subsidy 
over the period of the contract, and would require the carrier to con- 
tinue to provide the subsidized services during the period of the con- 
tract. In addition, the carrier would undertake to return to the 
United States at the end of the contract one-half of all of its profits 
from such foreign air transportation which exceed an average of 10 
percent per annum of the capital investment of the carrier. 

This provision follows directly a similar provision of the Merchant 
Marine Act of 1936, which has worked well for the merchant marine 
and has enabled the United States to recapture from the subsidized 
carriers many millions of dollars since the close of the war. 

The provision has great advantages. ‘To the carrier it gives cer- 
tainty as to the amount of its support over a substantial period of 
time, which is particularly necessary in foreign air transport where 
the carrier is required to make large investments and other commit- 
ments in foreign countries. The international carriers, unlike the 
domestic airlines, would not have support generated from communi- 
ties all along their routes in their requests for subsidy grants. As far 
as the Government is concerned, it gains from increased stability in 
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the international air-transport system, as well as from the incentive 
toward efficiency which is created by the contract. The carrier is 
told, in effect, that if it operates with greater efficiency during the 
contract period and reduces its need for subsidy, the Government will 
not promptly reduce the subsidy, as is the case under existing law, 
but will permit the carrier to share the rewards of its own good work. 

The unsettled state of the world makes it essential that the United 
States maintain these important lines of communication operated by 
our international airlines, as well as the aircraft, personnel, and equip- 
ment which maintain them. Since World War II, an additional prob- 
lem has come to the fore. Competition from foreign airlines in recent 
vears has become extensive and keen. In the case of air transport, as 
in the merchant marine, the task of American operators is made con- 
siderably more difficult by the fact that American wage levels and 
other individual items of cost are considerably higher than those pre- 
vailing in comparable foreign operations. The American carriers, 
through increased efficiency, large volume of operation, and the main- 
tenance of modern fleets have managed to keep their over-all cost 
levels per unit of service on a par with their foreign competitors. In 
view of these circumstances it may be necessary to continue for some 
years a subsidization program for our international airline operations. 


ApDDITIONAL ACCOUNTING REQUIREMENTS 


During the course of the committee’s studies and the hearings on 
the various proposed bills to effect subsidy separation, substantial 
attention was given to the need for modification of existing accounting 
and r porting procedures of the airlines to unplement legislation pro- 
viding for the establishment of compensatory mail rates and separate 
subsidy requirements. 

In this connection, Messrs. Ernst & Ernst presented various pro- 
posals for changes in accounting and reporting requirements to pro- 
vide a breakdown of revenues and expenses to facilitate costing by 
systems and communities. Several carrier witnesses objected to some 
of these proposals both in principle and on the grounds of the burden 
of work involved. Many of the carriers already maintain for manage- 
ment purposes certain subclassifications of traffic statistics, revenues, 
and expenses similar to those which the Ernst & Ernst study con- 
sidered necessary for system subsidy separation. 

The ascertainment of subsidy requirements on a community basis 
is not possible without segregation from flight costs of the costs directly 
related to serving communities, including maneuver, landing, and 
take-off. Present accounting requirements do not permit the division 
of ground operations expense at stations between the control of air- 
eraft in flight, ground handling of the aircraft, and loading and un- 


on 
loading ol the trathie. Modification Thea also be desirable in order 
to provide for a functional breakdown of capital costs by types of 
service. Various additions to the problems will arise in the case of 
carriers Which engage in joint operations such as domestie and inter- 
national, interchange of eq lipment with other carriers, and various 
joint facility arrangements 
The problem of segregating revenue, cost and subsidy needs on a 
COMIMUTLTS basis isa new one for the industry and should | e approached 


with care and a willingness to test and experiment with methods and 
: one coer eae 
procedures. It is essential, therefore, that the Board be given maxi- 
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mum flexibility and freedom of action in deve — r Ways and means of 
determining subsidy on a community basis and in meeting the constant 
changes which are characteristic of the air transport industry. 

There have been Various proposals for amendment of the act to 
prescribe specific requirements in respect to the keeping of air carrier 
accounts, records and memoranda so as to allocate all revenues and 
expenses to the various types of transportation service pe rformed., 
While this type of allocation appears to be a necessary part of the rate- 
making process it does not seem appropriate to prescribe such prac- 
tices as a part of the recurrent accounting requirements of the air 
carriers. To be effective, detailed allocations of this type would re- 
quire constant interpretation and surveillance by the staff of the Board 
and would be very burdensome on the airlines. This burden could be 
especially heavy in an industry such as air transportation at its present 
stage of de ve lopme hit oy re the different ty pe — service are ¢ ommonly 
performed as parts of a single combination service. 

Under these circumstances a requirement ‘that the accounts and 
records be kept on a basis of a detailed allocation by tvpes of trathe 
would be tantamount to imposing upon the carriers a burden com- 
parable to that resulting from a continuous participation in rate 
proceedings involving all types of traffic. 

Moreover, section 407 of the present act provides the Board with 


sufficiently broad beg » promulgate or modify any accounting or 
reporting requirements o yt actices which might be essential to ac- 
complish the objectives ol the proposed cig rea This view was 
supported by the Chairman of the Board in his testimony before the 


committee, and was not challenged by dll withesses. You com- 
mittee, therefore, does not propose any change in the existing act in 
respect to the Board's authority to prescribe accounting requirements 
relating to the allocation of revenues and expenses by types ol service 
yr the distribution of subsidies by communities. 


ANTICIPATED FInanc1aAL Resvi 


The only additional administrative costs that a enactment of 
S. 436 will 1 require will be for the employment of a slightly increased 
personnel in the CAB and in the Post Office Di partmer nt. A disbursing 
section in the Board will be required to handle the accounting and 
disbursing of funds for the subsidy grants. You comsuarttee inder- 


stands that the determination of compensatory mail rates by the Board 
for domestic and overseas air transportation will not increase the 
Board’s workload or require additional personnel. Accounting and 


technical personne! now required to handle mail rate proceedings 
under the ‘‘need”’ section of the existing act can be employed for this 
purpose and also in handling subsidy proceedings under the new bill. 

Additional responsibilities are given to the Postmaster General by 


the proposed bill, particularly in the setting up of mail rates for 
United States-flag carriers engaged in foreign air wir ta es mn t HS 
will involve some additional workload but since tl \B oen 


directed to furnish the Postmaster General with such cost data as he 
may reasonably require and in the form he requires it, the increase 
in the staff of the Postmaster General need not be wee 

The greatest savings that are anticipated by the enactment of this 
bill W if] be realized by the Post Office Departm« nt Ww hich W il] ho | meer 
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pay subsidies to the carriers. Your committee is not in a position to 
make a firm estimate as to how much this bill will reduce the appro- 
priations of the Post Office Department, but it has been furnished with 


two tentative estimates. The first is for a recent past vear showing a 
saving to the Post Office Department of about $34,000,000 for domestic 
mail service, and $24,000,000 for foreign mail service, including 
overseas hese figures would represent a saving of about 55 pereent 
for domestic service and approximately 40 percent for foreign mail 
service The second estimate for the fiseal vear 1951, combined both 
domestic and foreign air mail and indicated a total savings of about 
$47 .to $50 million 

Your committee is not in a position to estimate how much of the 
foregoing savings to the Post Office Department may also be saved to 
the taxpaver. The result in this respect will depend upon the extent 
to which separate subsidy erants are made LO the airlines 


EXPLANATION OF THE BILL BY SECTIONS 


SECTION 1 


Section 1 of the bill contains the short title, which IS; The Air Mail 


Subsidy Separation Act of 1951 
SECTION 2 


Subsection (a) amends section 406 of the Civil Aeronautics Act of 
1938 in its entirety. Subsections (a) and (b) of the new section 406, 
deal with rates for intrastate, interstate, and overseas air transporta- 
tion of mail. Subsections (¢) and (d) of the new section 406 deal with 
rates for foreign air transportation of mail. Subsections (e) and (f) 
of new section 406 reenact subsections (f) and (d), respectively, of the 
present section 406. Subsection (g) of new section 406 authorizes 
subsidy payments for essential air transportation, domestic, overseas, 
and foreign Subsection (b) of section 2 provides that this section of 
the bill becomes effective after June 30, 1952, unless otherwise provided 
therein. Each of the subsections of the new section 406 will be 


explained here 


Pe thdivisior / of new section 106 a In itial mail rates fo other than 
fore iqn ai transportation 

The subdivision establishes initial rates for five classes of carriers for 
the transportation of mail in domestic and overseas air transportation 
on schedules authorized or designated by the Postmaster General 
under the Civil Aeronauties Act. The Board is directed to classify 
carriers as corporate operating entities into classes for this purpose 
under an amendment to section 416 (a) of the Civil Aeronautics Act. 
These rates range from 45 cents to $1.80 per ton-mile, the lowest being 
at 45 cents a ton-mile for class 1. The rate for class 2 is 133% percent 
of the rate for class 1, or 60 cents; for class 3, 166% percent of said 
rate, or 75 cents; for class 4, 200 percent of said rate, or 90 cents, and 
the rate for class 5, 400 percent of said rate, of $1.80 per ton-mile. 
The bill specifies that these rates shall constitute payment for the 
provision of facilities and all incidental services connected with the 
transportation of mail 





SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 17 


The committee has not attempt “1 to place the certificated 
nto the classes Sper ified In Haadilioh to th Le) { INnK ar ec lers 
Board will also be required to classify th 17 local service or feedei 
rriers, Y Alaskan mail carriers, 2 helicopt« and 
ertificated mail alr carriers. 
A minimum weight for each mail dispatch pecified by 
division in recognition of the overhead expense involy hand 
and shipping extremely small dispatche Oi Mau and oOo eXp 
providing regular servic Hach actual dispatch will be d 
We igh not less than 15 pounds, Qs explaimed aul an ¢ ile point 
he Post Office dor snot now dis¢ riminate betweeh carr Ss be 
of differences in mail rates but dispatehes mail on the plane of th 


carrier thet offers the earliest delivery, and when two or more carriers 
have planes that arrive within | hour the mail is divided between such 
anes. In order to insure the continuation of this equitable practice 
he subdivision specific: Hy proy ides that the Postmaster General shall 


not delav mail or withhold mail from an air cartier because the mal 
1 


rate for such carrier mev be higher than the e paveble t Ol 
peling carrier. 
Subdivision 2 of new section U6 (a Auth rity to m vlify and revise 
mail rates for other than fore ign air transportation 
; 1 


This subdivision authorizes the Civil Aeronautics Board to mo: ify 
the initial rates set up by the preceding subdivision whenever it finds 
that adjustment is necessary to maintain the rates at a fair and reason- 
able level, with the further provision that such rates shall be based 
upon costs fairly assigned and apportioned to the mail service, tnclud- 
ing a fair return on the investment used and useful in the mail service 
and rendered under honest, economical and efficient management. 
Experienced costs shall be used for service already rendered and pro- 
jected costs for future mail service. This provision establishes the 
cost standard as the only statutory cuide for the Board, and gives the 
Board complete authority to develop the most appropriate allocations 
for each classification of joint costs; to assign all costs that are directly 
related to or vary with each separate type of service; and to make 
appropriate allowance in its cost findings for any special factors that 
affect the costs of each type of service. The phrase ‘“‘shall be based 
upon”’ cost is used to mean that the rates shall be determined solely 
upon the basis of said costs. 

Once having determined the cost of the mail service in the above 
manner for individual carriers or for any reasonable classification of 
carriers, services, routes, route segments, or any combination thereof, 
the Board is given authority to abandon the initial five-class rate 
structure set up by the preceding subdivision, and to prescribe the 
method for ascertaining such rates by ton-mile, aircraft-mile, weight, 
space, weight and distance block system, or other measure of mail 
service performed. 

The Board may modify the rates at any ~ after appropriate 
notice and hearing under the provisions of the Civil Aeronautics and 
Administrative Procedures Acts, and a proceeding for modification 
may be initiated by the Board, or by petition of the Postmaster 
General or any carrier. Rates so established by the Board may 
become effective “as of the effective date of this subsection’’ which is 
“after June 30, 1952,” or any date thereafter, provided, of course, a 
rate proceeding has been instituted. 
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Subsection h of new section 406 Recomme ndations as to mail rates 
—_ a , 
and duties of | ostmaster General 


Subdivision (1) is substantially the same as section 406 (c) of the 
present act but as reenacted does not apply to foreign air transporta- 
tion of mail. Every petitioner is required to state the mail rates he 
believes to be fair and ae The Postmaster General continues 
to be directed to introduce into the record a comprehensive statement 
of all services he will require and other information deemed material 


to the inquiry The subdivision changes existing law by spec ifving 
that the Postmaster General may determine what information will 
be submitted in addition to that requested by the Board. The 


Postmaster General has requested this authority. 

Subdivision (2) is new, and authorizes the Postmaster General 1 
request the Board to obtain from the airlines information needed b: 
him in connection with his initiation of and participation in mail rate 
proceedings 


Subsection (c) of new section 406—Rates for foreign air transportation 
f mail until July 1, 1958 

This subsection reenacts until July 1, 1953, existing law with respect 
o the determination of mail paymen ts for foreign air tre ansporti ition, 
\\ with only minor modifications. This means that for foreign air trans- 
portation the present authority of the Board to determine a single 
mail rate for the transportation of foreign mail and additional subsidy 
‘“needs,”’ found to be required by the Board under existing standards, 
continues one additional year beyond the effective date for separation 
of mail transportation rates from subsidy grants for domestic and 
overseas air transportation. It follows that during this vear the Post 
Office continues to pay out of its own appropriations the amounts 
produced by such rates. 

Only two modifications have been made in the new subsection. A 
provision directing the Postmaster General not to delay or withhold 
mail from an air carrier because of its higher rate has been added for 
the reasons mentioned above in connection with seetion 406 (a) (1). 
Since the present method of subsidizing foreign air transportation in 
the mail rates will continue 1 year beyond the abolishment of this 
practice for overseas air transportation, a ee difference in 
these mail rates may be expected during this 1 year to be applicable 
to mail moving in overseas air transportation than ® mail moving 
in foreign air transportation over the same segments of some general 
routes. For example, a cost rate set for “overseas” service from San 
Francisco to Honolulu may be lower than the combined mail and 
subsidy rate for mail dispatched at San Francisco for foreign points 
and passing through Honolulu without postal transshipment. The 
Postmaster General does not now discriminate between air carriers 
so as to take advantage of the maximum mileage of the lower over- 
seas rate, but dispatches the mail to assure its earliest delivery. By 
this provision it is not intended to abolish the present practice of 
having all mail from interior points in continental United States 


i 
reworked by the Post Office at established ports of embarkation. 


Subdivision (3) of this subsection has been carried forward from 
existing law with the one modification discussed above in connection 
with section 406 (b 1) 
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Subsection (d) of new section 406—Rates for foreign air transportation 
of mail on and after July 1, 1958 

By this subsection, authority to determine rates for the transpor- 
tation of mail in foreign air transportation is taken away from the 
Civil Aeronautics Board and vested in the Postmaster General on and 
after July 1, 1953. The Postmaster General now has similar authority 
to fix rates for foreign mail service performed by vessels of the United 
States (39 USCA 652). No initial rates are prescribed by the bill. 
On schedules designated or ordered to be established by him under 
the Civil Aeronautics Act, the Postmaster General is given authority 
to fix rates which constitute complete payment, and such payments 
are to be made from funds appropriated to the Post Office Depart- 
ment. Your committee believes that such rates should be fixed by 
a responsible Cabinet officer with wide discretion who will have full 
cognizance of the cost of the service and of the political and special 
international considerations involved in international air transit. The 
subsection provides the Postmaster General can secure complete cost 
data from the Board in any manner he requires. 

The maximum prescribed for these rates is the going rate established 
by the UPU. The importance and functioning of this Union has been 
discussed in another section of this report. The minimum prescribed 
for such rates is the lowest rate paid by the United States to foreign- 
flag carriers for similar service. The Postmaster General has discre- 
tion to determine when “similar services’? are rendered. This lan- 
guage places the Postmaster General in a position of not having t 
discriminate against our own carriers by paying foreign carriers a 
higher UPU rate. It recognizes the rates paid in similar circumstances 
to foreign carriers under the UPU rate structure as a limiting factor 
in fixing the rate for United States flag carriers. However, the transit 
rates established by the UPU Congress are only maximum rates and 
the convention agreement does not bind the Postmaster General either 
to pay the maximum rates or to tender any United States mail to 
foreign carriers. Under these circumstances he may fix the rates at 
or near costs. No procedural requirements are imposed upon the 
Postmaster General and ‘‘notice and hearing” is not required. 
Subsection (é) of new section 106 Payme nts to fore ign air carriers 

This subsection reenacts without change section 406 (f) of the 
present Civil Aeronautics Act. It provides that the Postmaster 
General may not pay to a foreign-flag carrier for the transportation of 
United States mail more than that foreign country pays to United 
States carriers for carrying its mail in the opposite direction. 
Subsection (f) of new Sé ction LO6 We igh ing of ma il 

This subsection reenacts without change section 406 (d) of the 
present Civil Aeronautics Act. It authorizes the Postmaster General 
to weigh mail transported by aircraft and to make computations for 
statistical purposes. It also authorizes the Board to have the Post- 
master General provide more frequent weighing of the mail when 
required. 

Subsection (g) of new section 406—Subsidy payments for essential air 
transportation 


Subdivision (1) empowers the Board, upon petition of any certifi- 
cated air carrier and after notice and hearing, to make subsidy pay- 
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ments to air carriers out of funds appropriated to it by the Congress 
for this purpose. 

Such payments are for the purpose of ‘‘maintaining and continuing 
the development of air transportation (including the introduction of 
new and improved types of commercial aircraft) to the extent and of 
the character and quality required to promote the economic develop- 
ment, the national defense, and the air commerce of the United 
States. These are substantially the standards found in the present 
“need” section of section 406 (b) of the act, with one important dele- 
tion and several clarifying phrases added. The “postal service’ has 
been deleted as one of the three principal bases for subsidy, as the 
requirements of the postal service are intended to be taken care of in 
the provisions for compensatory mail rates. Specific mention is 
made of the introduction of new and improved types of commercial 
aircraft as a basis for subsidy, and the phrase ‘‘to promote the economic 
development” of the United States has been added and “air com- 
merce’ as defined in the Civil Aeronautics Act has been substituted 
for the generic term “commerce.”’ Subsidy determinations must 
continue to be made against the standard of “honest, economical, 
and efficient management” as presently found in the act 

Any certificated air carrier is authorized to petition for subsidy. 
Heretofore, only carriers certificated to Carry mail by aircraft could 
apply for subsidy Eligible air carriers under S. 436 would include 
those holding certificates of public convenience and necessity for the 
transportation of either property or passengers, whether or not 
certificated to carry mail 

The Board is given latitude in prescribing the method of making 
such subsidy pavments, the duration thereof, and a new petition, 
and notice and hearing are required before further subsidy ean be 
paid after the expiration of a subsidy order. Petitioner is required 
te in detail the amount it requires to effect the purposes of 
the subsection and to sustain the burden of proving such need 


to sta 
Subdivision 2) of subsection qd of new section (O60 HH ithdrawal of 


This subdivision provides that the mere holding of a certificate of 
public convenience and necessity authorizing the conduct of air 
services shall not be deemed conclusive as to whether any such service 
is sufficiently required in the interest of the national defense, or the air 
commerce of the United States, to justify the amount of subsidy 
that would be required to enable the air carrier to continue such 
service. When such an issue is raised, the Board is to give notice 
thereof to interested parties, including communities in the United 
States receiving such service, and to permit them to be heard. This 
provision is intended to apply to instances where the complete aban- 
donment of services to individual communities is contemplated and 
not to reductions in the quantity or quality of service. If the Board 
decides that the Statutory basis for subsidizing such service does not 
justify the payment needed to continue it, the Board’s final order 
denying such payment must be accompanied by an authorization 
for the carrier to abandon the service in question any time up to 6 
months from its date, 
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Subdivision (3) of subsection qd of new section 406 Ten porary subsidy 
advance s 
During the pendencyfof a subsidy proceeding, the Board is author- 
ized to advance subsidy payments from appropriations made to it 
for this purpose to the petitioning carrier upon a showing that the 
need for such an advance is “essential and urgent.”’ Before reeeiving 
such an advance the carrier is required to agree to repay, within a 
reasonable time, to the Treasurer of the United States, any part 
thereof which exceeds the amount to which the carr ris entith d, us 
finally determined by the Board. 
Subdivision 4) OF new secti 106 q ('ontracts for subsic 
for fore gn au Trans portato? 

After June 30, 19538, the date on which the separation of subsidy 
from compensatory mal payments for foreign au transportation be- 
comes effective, the Civil \eronauties Board Is empoyv ered to entel! 
into a contract on behalf of the United States with any air cari 
certificated for the foreign air transportation of 
covering the subsidy to which tl 
entitled under the act. The contract is to provide that the subsidy 
payments will be made without reduction during the term of the con- 
tract which may not exceed 10 years, i such carrier (@) continues to 
furnish such foreign air transportation under its certificate and (b 
agrees to repay to the United States 50 percent of all its net prohits 
from such foreign transportation over the contract period which ex- 


persons oO! 
i 
i 


1? Carrier lh DIS loreigh OF 


ceed an average of 10 percent per annum of the capital investment of 
the carrier used or useful in performing such transportation, subject 
to the limitation however, that the amount to be repaid shall not 
exceed the total subsidy rece ived during the contract pe riod Prov l- 
sion is made that net profits shall be computed without regard to 


capital ais and capital losses and after deduction of reasonable 
charges for cle preciation, obsolescence. and amortization 
Subsection h of section 2 Of the hill [effective (Late 

This subsection provides that the amendments made to section 406 
of the Civil Aeronautics Act by this section become effective after June 
30. 1952, unless otherwise provided in the amendments themselves 


SECTION 3 


This section adds a proviso at the end of section 406 (d) of the 
Civil Aeronautics Act which deals with the authority of the Board to 
issue certificates of public convenience and necessity. The pro\y iso 
directs the Board not to issue a certificate authorizing the transporta- 
tion of mail only, or an amendment of such a certificate extending 
mail service to additional areas, without the approval of the Past- 
master General. The reason for this provision is that the entire 
cost of an exclusive air-mail service would ordinarily be reflected in 
the compensatory mail rate, unless such carrier were to be granted a 
subsidy in accordance with the nonpostal objectives set forth in 
section 406 (¢ 
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SECTION 4 


Section 4 of the bill amends the “tender of mail’ section of the 
Civil Aeronautics Act of 1938, section 405 (g), by adding a new 
sentence at the end. The new provision requires that all mail 
marked for carriage by air and bearing the appropriate postage shall 
be tendered for transportation to its destination by air to the extent 
that authorized air transportation is available, except where weather 
conditions, strikes, breakdowns, or other similar unusual circum- 
stances render it advisable to transport such mail by other means 
in order to avoid undue delay. 


SECTION 5 


Section 5 of the bill amends section 416 (a) of the Civil Aeronautics 
Act of 1938, which empowers the Board to classify air carriers for 
purposes of the act, by adding thereto authority to classify carriers 
for mail-rate purposes in order to effectuate the amendments contained 
in the bill. The Board is directed to classify each air carrier which is 
to receive mail payments under the proposed section 406 (a) into such 
classes as may be required for the purposes thereof on the basis of 
types of communities served, services rendered, and route patterns. 
No provision is made for notice and hearing for such initial classifica- 
tion of carriers for this purpose but the Board is required to classify 
carriers any time a change in conditions warrants, and any carrier 
may petition for such reclassification and is entitled to be heard 
thereon. 

The final sentence in the amended section 416 (a) carries forward 
the present section 416 (a). 


SECTION 6 


This section authorizes such appropriations as are necessary to 
carry out the provisions of the bill. 


CHANGES IN Existinc Law 


In compliance with subsection (4) of rule XXTX * the Standing 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


THE CIVIL AERONAUTICS ACT OF 1938 
TITLE IV—AIR CARRIER ECONOMIC REGULATION 


‘ * * * * * * 
» 401 * * * 
(d) (1) The Authority shall issue a certificate authorizing the whole or any 
part of the transportation covered by the application, if it finds that the applicant 
is fit, willing, and able to perform such transportation properly, and to conform 
to the provisions of this Act and the rules, regulations, and requirements of the 
Authority hereunder, and that such transportation is required by the public 
convenience and necessity ; otherwise such application shall be denied[[.J : Provided, 
That no certificate authorizing the transportation of mail only shall be issued nor 
shall such a certificate be amended to authorize the extension of mail service to addi- 
tional areas without the approval of the Postmaster General. 
‘ * * * * * 


Pet 
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nec. 405 * © #8 

(g) [From and after the issuance of any certificate authorizing the transporta- 
tion of mail by aircraft, the Postmaster General shall tender mail to the holder 
thereof, to the extent required by the Postal Service, for transportation between 
the points named in such certificate for the transportation of mail, and such mail 
shall be transported by the air carrier holding such certificate in accordance with 
such rules, regulations, and requirements as may be promulgated by the Post- 
master General under this section.J] All mail marked for carriage by atr and 
bearing the appropriate postage thereon shall, to the extent that authorized air trans- 
portation is available, be tendered for transportation to its destination by air, except 
where weather conditions, strikes, breakdowns, or other similar unusual circumstar 
rende Tr it advisable to transport such mail by other means in order to wo 1 in l i¢ de ay, 

* * + + x * 


ices 


sac. 406 * * 
(RATES FOR TRANSPORTATION OF MAIL 


[Authority to Fix Rates 


[Sec. 406 [52 Stat. 998, 49 U. S. C. 486] (a) The Authority is empowered 
and directed, upon its Own initiative or upon petition of the Postmaster General 
or an air carrier, (1) to fix and determine from time to time, after notice and hear- 
ing, the fair and reasonable rates of compensation for the transportation of mail 
bv aircraft, the facilities used and useful therefor, and the services connecte 
therewith (including the transportation of mail by an air carrier by other means 
than aircraft whenever such transportation is incidental to the transportation of 
mail by aircraft or is made necessary by conditions of emergency arising from 
aircraft operation), by each holder of a certificate authorizing the transportatior 





of mail by aircraft, and to make such rates effective from such date as it shall 
determine to be proper; (2) to prescribe the method or methods, by aircraft-mile, 
pound-mile, weight, space, or anv combination thereof, or otherwise, for ascer 
taining such rates of compensation for each air carrier or class of air carriers; and 
(3) to publish the same; and the rates so fixed and determined ll be paid by the 
Postmaster General from appropriations for the transportation of mail by air- 
eraft.J 
I PAYMENTS FOR TRANSPORTATION OF MAIL AND FOR ESSENTIAL AI! 
TRANSPORTATION 
Rates for Interstate and Overseas Air Transportation ef Mail 
SEc. 406. a (1) Each air carrie? holding a certificate authorizing the transpo 

tation of mail by aircraft shall be paid for transportation of mail in interstate and 


overseas air transportation on schedules designated or ordered to be established by 


the Postmaster General pursuant to section LO5 (e) of this Act at a rate per ton-n 
of mail carried as follows, de pending on such carrier's clas ufic ation as estab hed b / 
the Board under section 416 (a) of this Act: 

Class 1—45 cents per ton-mile; 

Class 2 133% per centum of the rate for class 1: 

Class 3—166%3 per centum of the rate for class 1 

Class 4—200 per centum of the rate for class 1; and 

Class 5 {00 per centum of the rate for class 1. 
Such payment shall be considered to include payment for facilities used and useful 
for such transportation of mail, services connected therewith, and transportation of 
mail by an air carrier by other means than aircraft whenever transportation by such 
other means is incidental to such transportation of mail in air transportation or ts 
made necessary by conditions of emergency arising from aircraft operation. In the 
computation of such payment the mileage used shall be the airport to airport mileage 
in such schedules as established by the Board, and the weight of each mail dispatch 
to each point to which mail is dispatched shali be considered to be, as a minimum, not 
less than 15 pounds. Such payments shall be made by the Postmaster General from 
funds appropriated for the transportation of mail by aircraft, and he shall not delay 
mail or withhold mail from an air carrier because the rate for the transportation of 
mail payable to such carrier may be higher than the rate payable to a competing air 
carrier. 

(2) The Board is authorized, upon its own initiative or upon petition of the Post- 
master General or an air carrier, (A) to modify the rates established in this subsection 
from time to time, after notice and hearing, upon finding that such modification 13 
necessary in order to maintain such rates at a fair and reasonable leve for the trans- 


oO 
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Cif)} (e) In any ease where air transportation is performed between the 
United States and any foreign country, both by aircraft owned or operated by one 
or more air carriers holding a certificate under this title and by aircraft owned o1 
operated by one or more foreign air carriers, the Postmaster General shall 
pay to or for the account of any such foreign air carrier a rate of compensation for 
transporting mail by aireraft between the United States and such foreign country, 
which, in his opinion, will result (over such reasonable period as the Postmaster 
General may determine, taking aceount of exchange fluctuations and other 
factors) in such foreign air carrier receiving a higher rate of compensation fo! 
transporting such mail than such foreign country pays to air carriers for trans- 





porting its mail by aircraft between such foreign country and the United States, 
or receiving a higher rate of compensation for transporting such mail than a rate 
determined by the Rostmaster General to be comparable to the rate such foreign 


country pays to air carriers for transporting its mail by aircraft between such 
foreign country and an intermediate country on the route of such air carrier 
between such foreign country and the United States. 
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Weighing of Mail 


[(d)] (f) The Postmaster General may weigh the mail transported by aircraft 
and make such computations for statistical and administrative purposes as may 
be required in the interest of the mail service. The Postmaster General is 
authorized to employ such clerical and other assistance as may be required in 
connection with proceedings under this Act. If the [Authority] Board shall 
determine that it is necessary or advisable, in order to carry out the provisions 
of this Act, to have additional and more frequent weighing of the mails, the 
Postmaster General, upon request of the [Authority ] Board, shall provide therefor 
in like manner, but such weighing need not be for continuous periods of more 
than thirty days, 


Subsidy Payments for Essential Air Transportation 


qg) (1) For the purpose of maintaining and continuing the development of at 
transportation (including the introduction of new and improved types of commercial 
aircraft) to the extent and of the character and quality required to promote the economic 
development, the national defense, and the air commerce of the United States, the 
Roard is empowered, upon petition of any certificated air carrier, and after notice 
and hearing, to make payments, out of funds appropriated to the Board for the purpose 
of this subsection, to such carrier to enable it under honest, economical, and efficient 
manag 
such payments and thetr period of duration and after such ead a neu petition and 
notice and hearing shall be required before any further payments are made to such 
arrier under this subsection. Each such petition shall state indet ail the amount of 
payments the petitioner needs tn order to effect the purpose of this subsection, and the 


rement to effect such pur pose The Roard may present he the method of making 


etitioner shall have the burden of proving such need, 

In determining whether any payments should be made to a carrier under this 
subsection, and the amount of such payments, the fact that such a carrier holds a 
certificate of public convenience and necessity authorizing it to conduct certain services 
shall not be deemed conclusive of the issue as to whether any such service ts sufficiently 
equired in the interest of the national defense and the air commerce of the United 
States to justify the amor unt of payment that would be required under this subsection 
to enable such carrier to continue such service. In any proceeding in which any 
such issue is raised, the Board shall give notice to interested parties (including com- 
munities in the United States receiving such service) and permit such parties to be 
heard If the Board shall determine that the need for such service does not justify 
the amount of payment that would be required under this subsection to continue itt, 
its final order denying such payment shall be accompanied by an order authorizing 
such carrier to abandon such service at any time within six months from the date of 
Sift h orde l 

3) During the pendency of proceedings to determine the amount of payment to 
any air carrier under this subsection, the Board is authorized, with or without hearing, 
fo make an advance, out of funds appropriated for the pur pose of this subsection, to 

ich crrrier upon a showing that the need for such an advance is essential and urgent. 
Before receiving such an advance such carrier shall be required lo agree to repay within 
a reasonable time such advance, or any part thereof, which exceeds the payment, 
if any, to such carrier finally determined by the Board under this subsection. | Such 
repayments shall be made to the Treasurer of the United States and shall be crediied 
to appropriations made available for the purpose of this subsec'ion. 

(4) Effective after June 30, 1953, the Board is authorized, upon petition of any air 
carrier holding a certificate authorizing the foreign air transportation of persons or 
property, to enter into a contract with such carrier on behalf of the United States 
providing that payments determined under this subsection in order to effect its purpose 
wn such foreign air transvortation will be made to such carrier without reduction over 
any period not exceeding ten years if such carrier (A) continues to furnish such foreign 
air transportation under such certificate, and (B) agrees to pay to the United States 
50 per centum of all of its net profits from such foreign air transportation for such 
period (computed without regard to capital gains and capital losses and after deduction 
of reasonable charges for depreciation, obsolescence, and amortization) which exceed 
an average of 10 per centum per annum of the capital investment of such carrier used 
in or useful for such transportation, but such payment shall not exceed the total amount 
received by such carrier from the United States under such contract. Any such pay- 
ments shall be made to the Treasurer of the United States, and shall be credited to 
appropriations made available for the purposes of this subsection. 

(b) The amendment made by this section shall be effective after June 30, 1952, unless 
otherwise provided in such amendment. 
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[Availability of Appropriations 


[(e) Except as otherwise provided in section 405 (k), the unexpended balances 
of all appropriations for the transportation of mail by aircraft pursuant to con- 
tracts entered into under the Air Mail Act of 1934, as amended, and the unex- 
pended balances of all appropriations available for the transportation of mail 
by aircraft in Alaska, shall be available, in addition to the purposes stated in such 
appropriations, for the payment of compensation by the Postmaster General, as 
provided in this Act, for the transportation of mail by aircraft, the facilities used 
and useful therefor, and the services connected therewith, between points in the 
continental United States or between points in Hawaii or in Alaska or between 
points in the continental United States and points in Canada within one hundred 
and fifty miles of the international boundary line. Except as otherwise pro 
vided in section 405 (k), the unexpended balances of all appropriations for the 
transportation of mail by aircraft pursuant to contracts entered into under the 
Act of March 8, 1928, as amended, shall be available, in addition to the purposes 
stated in such appropriations, for payment to be made by the Postmaster General, 
as provided by this Act, in respect of the transportation of mail by aircraft, the 
facilities used and useful therefor, and the services connected therewith, bet ween 
points in the United States and points outside thereof, or between points in the 
continental United States and Territories or possessions of the United States, or 
between Territories or possessions of the United States.] 

* * * * - * %* 


Classification 


Sec. 416 [52 Stat. 1004, 49 U. S. C. 496] [(a) The Authority may from time to 
time establish such just and reasonable classifications or groups of air carriers 
for the purposes of this title as the nature of the services performed by such air 
carriers shall require; and such just and reasonable rules, and regulations, pur- 
suant to and consistent with the provisions of this title, to be observed by each 
such class or group, as the Authority finds necessary in the public interest.] 
(a) The Roard shall classify each air carrier which will receive payments inder section 
406 (a) of this Act, as amended by the Air Mail Subsidy Separation Act of 1951, into 
such classes as may he re q uired for the purposes of such section, as ame nded by suc h 
Act, under standards established by the Board on the basis of types of communities 
served, services rendered, and route patterns. The Board shall reclass fy such carrier 
for the purpose of such section at any time a change in conditions warrants such 
reclassification, and any such carrier may petition for such a reclassification and shal 
be entitled to be heard on such petition. The Board also may from time to time estab- 
lish such other just and reasonable classifications or groups of air carriers for the pur- 
poses of this title as the nature of the services performed by suc ha carriers shall 
require; and such just and reasonable rules, and requlations, pursuant to and con- 
sistent with the provisions of this title, to be observed by each such class or gro ip, as the 
Board finds necessary in the Pp thlic interest. 


APPENDIX A 


Civin AERONAUTICS BoaRp, 
Washington D5. 
Mr. Epwarp C, SWEENEY, 
Committee on Interstate and Foreiqn Commerce, 
l nited States Se nate, Washington 25 dD. hd 

Dear Mr. Sweeney: In accordance with your recent request, there are 
transmitted herewith five copies of a tabulation of mail pay received by each 
certificated carrier (excluding Alaskan carriers) for the ealendar years 1947 
through 1950, the amounts of mail pay requested by each earrier with open mail 
rates, and the contingent liability for additional mail compensation representing 
the difference between the mail pay received and the mail pay requested 

The attached tabulation was prepared on a basis consistent with the methods 
followed in previous tabulations submitted to you. The previous data have 
been brought up to date to reflect the latest outstanding rate orders as well as 
conference agreements which substantially affect the mail pay requested by 
various carriers. 





SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


ontingent mail pay liability for the 4-year period, 1947-50, is sum- 





$4, 874, 000 
1, 598, 000 
62, YS4, OOO 
696, 000 


Domestie trunk lines_. ~-- . . 
Loeal service carriers. 

International and overseas carriers 

Territorial carriers (excluding Alaska) ad 


Total 7 : bi 70, 152, 000 


You will note that the present calculation of contingent liability amounts to 

$70,152,000, which represents a sharp reduction from the total of $167,717,000 

included in the previous tabulation. The letter from the Chairman to Senator 

Johnson dated July 17, 1951, pointed out that the additional liability of the 

Government for additional mail payments would be far less than the previously 
I 


indieated totals. should like to repeat the statement of the Chairman in the 
July 17 letter that the final mail pay awards will, in many cases, be extremely 
small in relation to the contingent liability figures and, in some instances, the 
than be liable for additional! 








Government will actually receive a refund rather 
It now appears likely that there will be little or no liability for 


nail payments 
and loeal service carriers as 


additional mail compensation for the domestie trunk 
a group and that the final mail pay awards for the international carriers will be 
only a fraction of the indicated contingent liability 


If vou have anv questions regarding the attached tabulation, we shall be 


leased to discuss them with you 


JAMES M. VERNER, 
Executive Director. 
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APPENDIX B 


Approximate cost range of the mail service per revenue ton-mtle 














AV 
oO 1 . A 
I eX 
DOMESTIC CARRIERS 
Big Four trunk lines: 
American Airlines 3 $0. 5168 $0. 4625 $0. 42 $0. BAL 
Eastern Air Lines * 5699 1934 1678 He 
Transcontinental & Western Air, Inc th 253 41554 419 
United Air Lines, Inc.5_- 561 i881 £584 4000 
Total. -_.. ; 5404 ASS() 4507 S087 
Other trunk line carriers 
Braniff Airways, Inc 6722 5673 5A7( 1508 
Capital Airlines, Inc 12. 5353 {Nid 2 
Chicago & Souther ir Lines, lr 6874 62°78 7 is 
Colonial Airlines, Inc. R74 1356 208 $72 
Continental Air Lines, Inc 8303 7808 } 6538 
Delta Air Lines, Inc 6792 418 5309 4330 
Inland Airlines, Ine H785 7O11 WBE 5767 
Mid-Continent Airlines, Ine BS86 6913 . 5397 41 
National Airlines, Inc.’ 6907 . 5270 4632 {89 
Northeast Airlines, Ine 1. OOR3 S044 S418 2 
Northwest Airlines, Ine ‘ 6228 6431 5132 180 
Western Air Lines, Inc 7150 5191 974 1198 
Total 6708 5979 5401 {827 
Total all trunk lines 815 18 4677 42 
Local service carriers: § 
All American Airways, Inc 2.5104 1. 557 2. 1090 1 19 
Bonanza Air Lines, Inc 4. 6050 1. 8315 1. 1059 1. 54 
Central Air Lines, Inc 11. 0285 254( 10. 2¢ 4. 728 
Challenger Airlines Co 1. 418 1. 360 
Empire Air Lines, Ine 1, 2004 1. 2156 140 1 7 
Frontier Air Lines, Inc 1. 6901 1. 4788 
Lake Central 451 R351 
Mid-Continent Airlines, Inc 1. 0789 R27E 
Mid-West Air Lines, Inc 11.0117 6. 5515 10. 494 6. 3899 
Monarch Air Lines, Ine 1. 7833 1. 5743 
Ozark 5. 0769 4.4 
Piedmont Airlines 1. 3116 1.0779 1. 0813 
Pioneer Air Lines, Inc 1. 0611 RGN 
Robinson Airlines Corp 2 1548 1 } 1. 8658 1. INT 
Southern Airways, Inc +. 318! 2. 4159 3. 7732 2. 0560 
Southwest Airways Co 1. 0208 R364 S01 663K 
Trans-Texas Airways 2. 0554 1. 51 A¢ 1. 7558 1. 2651 
Turner Air Lines Corp 5. 0827 4.75 
West Coast Airlines, Ine 1. 7212 1. 4637 ] 2899 
E. W. Wiggins Airways, Inc 14. 9282 12. 1480 l 11. 530 
Wisconsin Central Airlines, Inc 2. 8323 2. 1492 2. 72 2.0492 
Total 587 1.3661 | 1. 6414 2 
Total all domestic carriers SORE 5363 4791 {375 
INTERNATIONAL CARRIERS ° 
Trans-Atlantic 
AOA 107. 70 88.17 
PAA-Atlantic ‘ 117. 1 oR 1 
TWA 101. 40 R5. 76 
Caribbean and Gulf 
American 1. 4f 42.19 
C.&8 117. 6 15. 38 
Colonial 144. 21 4. 37 
Eastern 44. OS 38. 2 
National 74.12 7. OM 
South America 
Braniff 146. 58 121. 22 
PAA-Latin America 83. 2 f ) 
Panagra .. 124. 84 104. 4 
UMCA 
See footnotes at end of table, p. 62. 
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} Average to: 








